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INTRODUCTORY NOTE 

The Board of Examiners of the American Institute 
of Accountants has received a great number of requests 
for a reproduction in book form of the examination 
questions which have been set by the Board since its 
creation in 1916. From the beginning it has been the 
practice of the Board to reprint in pamphlet form the 
questions of each examination. It has been impossible, 
however, to foresee the extent of demand and many of 
the sets of questions are out of print. It is felt therefore 
that the request for a complete collection of questions 
should be granted, especially in view of the fact that 
at this date thirty-five states of the Union are cooperat- 
ing with the American Institute of Accountants in the 
conduct of examinations and the number of candidates 
for certified public accountants' certificate ensures a 
heavy demand for questions of past examinations. 

The Board of Examiners has never made known its 
official answers and solutions. This book contains 
merely the questions arranged in chronological order 
and an index which should be of much assistance to 
students and prospective applicants. 

At the first examinations conducted by the Institute 
two sets of questions in accounting were prepared — 
one for applicants for membership and one for appli- 
cants for admission as associates. Since that time the 
examinations for both classes of membership have been 
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identical, but every applicant for admission as member 
has been required to prepare a tfiesis on one of a g^oup 
of subjects designated by the Board of Examiners. 

The Board hopes and believes that publication of 
these questions in book form will be helpful to all who 
are preparing for the Institute's examinations or for 
certified public accountant examinations in any state 
using the Institute's questions. 

A. P. RICHARDSON, Secretary. 
May, 1921. 
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American Institute of Accountants 



BOARD OF EXAMINERS 



Examinations of June, 1917 

Auditmg''' 

JUNE 14, 1917, 9 A. M. TO 12.30 P. M. 

The candidate is required to answer all the 
following questions: 

1. What do you understand to be meant by a balance- 

sheet audit? What is its scope? 

2. The officers of a company of which you are the 

auditor elected by the stockholders submit to you 

for audit a balance-sheet in which the following 

item appears : 
Miscellaneous reserves (including 

premium on stock) $248,000.00 

On investigation you find the item is made up as 

follows : 

General reserve $86,000.00 

Operating reserves 6,000.00 

Provision for plant depreciation... 46,000.00 
Provision for amortization of 

leaseholds 40,000.00 

Provision for bad debts 36,000.00 

Premium on capital stock sold . . . 34,000.00 

$248,000.00 
* Questions in auditing were the same for both classes of applicants. 
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: .EXAMINATION QUESTIONS— JUNE, 1917 

What recommendation would you make to the 
officers and what course would you take if your 
recommendation were not followed? 

In auditing the accounts of a corporation, for the 
first year of its existence, what records and docu- 
ments should be examined in addition to the books 
of accounts and the vouchers ? 

What steps should an auditor take to ensure, as far 
as possible, that accounts presented to him for 
audit contain all the liabilities of the company? 

You are appointed auditor of a charitable institu- 
tion supported by annual subscriptions and other 
gifts. What steps would you take to verify the 
accounts submitted to you? Draft a certificate 
such as you would give if the results of your 
audit were entirely satisfactory. 

To what extent do you think it is necessary to 
verify the outstanding capital stock of a corpora- 
tion and what procedure would you follow in such 
verification? 

State what you consider to be the most important 
special problems arising in one of the following 
classes of audits and how you would deal with 
such problems : 

(a) Stock brokers. 

(b) Moving-picture producers. 

(c) Breweries. 

(d) Clubs and institutions. 

(e) Retail stores. 

(f) Land companies. 

(g) Executorship accounts. 

6 
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AUDITING 

8. What steps should be taken to verify the cash 

balance appearing on a balance-sheet of a com- 
pany in whose cash book bank and cash trans- 
actions are kept together where the auditor has 
not had the opportunity of making the verifica- 
tion on the date of the balance-sheet? To what 
points should special attention be given? 

9. What is meant by a qualified certificate? Give an 

illustration of a case in which a qualified certifi- 
cate might properly be given and draft a qualifi- 
cation applicable to that case. 

10. An inventory is submitted to you certified by the 
manager of a business. Mention some of the 
principal steps you would take to confirm the 
correctness of the inventory figure appearing in 
the balance-sheet. 
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Commercial Law"*" 

JUNE 14, 1917, 1.30 P. M. TO 4.30 P. M. 

The candidate may select any ten of the ques- 
tions submitted but must not answer more than 
ten. The intelligence disclosed by the answers 
will materially affect the markings. 

1. State all the legal requisites of a valid sale. 

2. What is the provision of the statute of frauds with 

respect to sales of goods, wares and merchandise? 

3. Define or describe void, voidable and unenforcible 

contracts. 

4. What simple contracts are required to be in writing? 
6. A contract executed and delivered in California is 

the subject matter of a suit in New York. What 
laws will govern the validity of the contract, and 
what laws will govern the remedy? State the rule 
in such cases ? 

6. State all of the essential legal requirements of a 

contract constituting a valid negotiable note. 

7. Are the following notes negotiable or not? Give 

reasons. 

(a) No date, nor place. 
I promise to pay to bearer One Hundred Dollars. 

Signed A.B. 

(b) January 5, 1917. 
Due A. B. or order on demand One Hundred Dollars. 

Signed CD. 



* Questions in commercial law were the same for both classes of 
pplicanti 



applicants. 
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COMMERCIAL LAW 

(c) Chicago, Sept 5, 1916. 

On or before Dec 1, 1916, I promise to pay to CD. 
or order One Hundred Dollars. 

Signed A.B. 



(d) New York, April 10, 1916. 

On I promise to pay to the order of C. D. 

One Hundred Dollars. 

Signed A. B. 



New York, April 10, 1916. 
Thirty days after date I prombe to pay to the order of 
C. D. One Hundred Dollars. 

Signed A.B. 
Endorsed in blank "without recourse." C. D. 

What does the endorser warrant by his endorse- 
ment? 

9. What is the legal significance and effect of the word 
"negotiable" when applied to commercial instru- 
ments? 

10. What is considered a reasonable time for the 

presentation for payment of a cheque? 

11. Under what circumstances may a director incur a 

personal liability in respect of dividends paid by 
a corporation ? 

12. To what extent are dividends received by (a) an 

individual and (b) a corporation subject to pay- 
ment of tax by the recipients under the income- 
tax law of 1916? 
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EXAMINATION QUESTIONS— JUNE, 1917 

Answers to the following questions may be 
based on any statute of any state or on the 
principles fundamental to all corporations, in 
the absence of any statute: 

13. Have directors of a corporation the right to rescind, 

alter or amend by-laws adopted by stockholders? 
If so, state under what conditions. If not, why 
not? 

14. To what extent may directors delegate their powers 

to an executive committee? Give reasons for 
your answer. 

15. Have directors the power to vote or pay increased 

salaries to officers for past services rendered in 
the usual and ordinary course of business ? Give 
reasons for your answer. 

16. How far are by-laws binding upon strangers : 

(a) When they have no notice of them? 

(b) When they have notice of them? 
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Examination for Admission as Member 



Accounting Theory and Practice — ^Part I 

JUNE 15, 1917, 9 A. M. TO 12.30 P. M. 

Candidates are required to answer questions 
one and two and one of the three remaining 
questions but no more. 

A, B and C formed a partnership. A agreed to 
furnish $10,000, B and C each $7,000. A was to 
manage the business and receive one-half of the 
profits ; B and C were each to receive one-fourth. 
A supplied merchandise worth $8,500, but no 
additional cash. B turned over to A, as managing 
partner, $9,000 cash, and C turned over $5,500. 
The business was conducted by A for some time, 
but without keeping exact books. While manag- 
ing the business A purchased additional merchan- 
dise amounting altogether to $75,000 and made 
sales of $100,000. The cash received and paid out 
for the partnership was not kept separate from 
A's personal cash. In order to straighten out 
matters, B took over the management. He found 
receivables amounting to $20,000, and of these he 
collected $4,500. The merchandise still on hand 
he sold for $500. These receipts he deposited in 
a bank to the credit of the firm. The remaining 
accounts proved worthless. The outstanding 
accounts payable amounted to $2,000, of which 
11 
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EXAMINATION QUESTIONS-JUNE, 1917 

$1,500 had been incurred in purchasing merchan- 
dise and $500 for expenses. These accounts he 
paid. A presented vouchers showing that during his 
management he had paid other expenses of $2,400. 
By mutual agreement B was held to be entitled to 
$100 on account of interest on excess capital 
contributed and A and C were to be charged 
$75.00 each for shortage in contribution of capital, 
(a) Prepare trading and profit and loss accounts 
and accounts of each of the partners, indicating 
the final adjustment to be made in closing up the 
partnership, (b) Show how the above final 
adjustment would be modified if A proved to have 
no assets or liabilities outside the partnership. 

Write a reply to the following letter and prepare a 
statement as requested therein : 

SMITH AND JONES. 
Dear Sir: 

Our bank has asked us for a statement for credit pur- 
poses. Will you please prepare one for us? 

Our plants stand at their cost price, which is $60,400. We 
have set up a reserve for depreciation of $10,200. There is 
a mortgage for $20,000 on the plant and interest on the 
mortgage is at 6 per cent, and is paid up to 3 months ago. 
We hold $10,000 of notes receivable and have discounted 
$25,000 of notes with the bank. Our accounts receivable, 
which we consider good, amount to $18,000, including $3,000 
due from one of our employees on personal account Our 
trade accounts receivable are subject to 5 per cent, discount 
if paid at due date, and only $1,000 is now past due. Our 
accounts in suspense amount to $4,000. I believe these are 
60 per cent. good. We have ordered a new machine to cost 
12 
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ACCOUNTING THEORY AND PRACTICE 

$6,000, but it has not yet been delivered We have en- 
dorsed a note for $6,000 for our friends, the A. B. Co., 
but I am confident they will take care of it when it is due. 
Our accounts payable amount to $4,200. Our insurance 
amounts to $400 a year and has six months to run. We 
have a note at the bank for $5,000, interest paid to date. 
We own 50 shares of stock in the company from which we 
buy raw material. They cost us $2,800 and are surely 
worth it, though we might have some difficulty in selling 
them in a hurry. Our inventory is taken at a low selling 
price, which is 10 per cent more than it cost us. The 
amount is $17,600. In addition we have a special contract 
for one of our customers. The contract price is $25,000. 
We have spent $12,000 on it and e3q>ect to have to spend 
$4,000 more, and we have received $10,000 on account. 
Our cash in bank is $4,800 and cash in hand $200. 

I have told you all the facts I think you need. Perhaps 
some are not required, but I want to give the bankers all 
the information they ought to have in the way they expect 
to get it. 

I do not, of course, expect you to accept any responsi- 
bility for the figures in the statement, but simply to pre- 
pare the statement in the best form you can from this letter. 
If you have any suggestions as to how I can better meet 
the bank's requirements let me have them. 

(Signed) H. A. SMITH. 

BALANCE-SHEET OF A. 

Property leases and Capital stock $400,000 

goodwill $470,133 Bonds 100,000 

Fixtures 81,791 Sundry creditors . . . 59,975 

Merchandise inven'y 126,538 Surplus 135,886 

Sundry debtors 54,642 Pension fund 5,460 

Sinking fund assets. 11,690 Sunking fund 11,690 

Cash on hand 20,204 Profit and loss 51,987 



$764,998 $764,993 
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EXAMINATION QUESTIONS-JUNE, 1917 



BALANCE-SHEET OF B. 



Cash 


$51,195 


Preferred stock ... 


. $800,000 


Investments : 




Common stock . . . . 


. 123,000 


Short time loans . . . 


108,000 


Surplus 


. 160,000 


Stock of A at par . . 


100,000 


Accounts payable . 


. 141,235 


Stock of C at par . . 


20,000 


Notes payable 


4,728 


Bonds of Company A 




Profit and loss 


. 217,254 


at par (cost) 


50,000 






Railroad and other 








bonds at present 








value 


126,070 






Merchandise 


366,437 






Sundry debtors 


15,563 






Prepaid expense ... 


12,715 






Goodwill and trade 








marks 


422,900 






Plant and machinery 


173,337 







$1,446,217 



$1,446,217 



BALANCE-SHEET OF C. 



Land and buildings. $41,438 

Machinery 20,577 

Merchandise 19,610 

Office furniture .... 60 

Cash 14,730 

Accounts receivable. 21,245 

Goodwill at cost . . . 81,867 
Bonds of Company A, 



5,000 at cost 



5,030 



$204,547 



Capital stock $120,000 

Bonds 30,675 

Surplus 34,000 



Dividend declared 
Accounts payable 
Profit and loss . . . 



1,650 

5.879 

12,343 



$204,547 
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ACCOUNTING THEORY AND PRACTICE 

Company D is organized for the purpose of consoli- 
dating the three companies whose balance-sheets 
are given above, engaged in allied businesses. 
Company D is authorized to issue $2,000,000 pre- 
ferred stock, and $350,000 common stock. It 
arranges to buy stock of the subsidiary companies 
on the following terms : 

Is OFFERED OF 

For EACH SHARE OF ^ Preferred Stock D. Common Stock 

^- **^/ , 1 share J4 share 

B. preferred g ^y^^^^ 

B. common 1 share 

C. stock 1 share ^ share 

On these terms D acquires $290,000 of A stock, all 
the preferred stock of B, $100,000 of conunon 
stock of B, and $100,000 of C stock. The stock 
bought was obtained from individual holders, the 
stock of A and C held by B, as well as some stock 
held by non-consenting stockholders, not being 
acquired. The remaining preferred stock of D 
was held by the company. The rest of the com- 
mon stock authorized was sold for cash at par. 
The expenses of organization amounted to $5,000 
and were paid in cash. 

Of the accounts receivable held by C, $20,000 were 
due from B. Of the sundry debtors on the books 
of B, $5,500 were due from A. 

Company D also issues $500,000 bonds which it 
sells at 105 and pays $500,000 cash for a plant 
which it buys direct. 

Prepare a consolidated balance-sheet. 
15 
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EXAMINATION QUESTIONS— JUNE, 1917 

4. A, B and C were in partnership, A's capital being 

$90,000, B's $50,000, and C's $50,000. Their 
agreement is to share profits in the following 
ratio : A, 60 per cent. ; B, 16 per cent. ; C, 25 per 
cent. During the year C withdrew $10,000. Net 
losses on the business during the year were 
$15,000, and it is decided to close out the business. 
It is uncertain how much the assets will ultimately 
yield, although none of them is known to be bad. 
The partners therefore mutually agree that as the 
assets are liquidated, distribution of cash on hand 
shall be made monthly in such a manner to avoid, 
so far as feasible, the possibility of paying to one 
partner cash which he might later have to repay 
to another. Collections are made as follows: 
May, $15,000; June, $13,000; July, $52,000. 
After this no more can be collected. Show the 
partners' accounts, indicating how the cash is dis- 
tributed in each instalment, the essential feature 
in the distribution being to observe the agreement 
given above. 

5. A machine costing $81.00 is estimated to have a life 

of four years, with a residual value of $16.00. 
Prepare a statement showing the annual charge 
for depreciation according to each of the follow- 
ing methods : 

(a) Straight line. 

(b) Constant percentage of diminishing value. 

(c) Annuity method. 

(For convenience in arithmetical calculation assume the 
rate of interest to be 10 per cent.) 
Discuss the significance of each of the methods. 
16 
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Examination for Admission as Member 



Accounting Theory and Practice — Part II 

JUNE 16, 1917, 1.30 P. M. TO 4.30 P. M. 

Candidates are required to answer six of the 
following questions but no more. 

1. A corporation was formed which acquired several 

plants, issuing therefor $17,000,000 bonds and 
$24,000,000 stock. It was well known at the time 
that this capitalization exceeded the true value of 
the assets (including goodwill) acquired, to an 
extent of $11,000,000. In the first year, after 
paying expenses and interest on bonds, the busi- 
ness yielded considerable net income. May such 
net income be used to pay dividends, or must 
it be first applied towards making up the 
$11,000,000? 

2. (a) Explain in full the theoretical difficulties in 

regard to each of three commonly used methods 
of distributing overhead burden in cost ac- 
counting. 

(b) Show how the appropriateness of each system 
may be affected by the nature of the business in 
which it is employed. 

(c) Give briefly your views on the proper treat- 
ment of "Idle time." 

3. Discuss the propriety of writing off goodwill, giv- 

ing your reasons in full. 
17 
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EXAMINATION QUESTIONS-JUNE, 1917 

4. What are organization expenses? How are they to 

be treated in accounts? At what point do ex- 
penses cease to be organization expenses and be- 
come operating expenses? 
Is the deficiency in the early years of a corpora- 
tion's activities (whether an actual loss or a 
deficiency between the earnings and the normal 
rate of return) similar to organization expenses? 
How should such deficiencies be treated in the 
accounts? To what extent is such a deficiency 
similar to interest paid during construction? 
Should such deficiencies be carried on the balance- 
sheet? If so, should they be written off, and how 
and when ? May the deficiencies representing the 
difference between actual earnings and normal 
rate of return be capitalized, in the strict sense of 
having capital stock issued to a corresponding 
sum? State clearly just who is affected, and how, 
by the different methods of treating the items 
mentioned above. 

5. Explain the relationship between a sinking fund 

and an allowance for depreciation. It is claimed 
that in municipal enterprises the requirement that 
rates must be high enough to provide both for a 
sinking fund to pay off the bonds and also for 
a "reserve for depreciation" with which to replace 
the plant results in a double charge to consumers. 
Criticize or explain this theory. 

6. Argument has been strongly urged that aside from 

any question of possible mismanagement, or of 

18 
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ACCOUNTING THEORY AND PRACTICE 

the difficulty of making satisfactory investments 
to yield the same rate as is paid on the bonds, a 
sinking fund for bonds is more expensive than an 
arrangement for the serial repayment of bonds. 
This is illustrated by the case of $20,000 5 per 
cent, bonds. If these are paid off in a series, one 
each year, the total pa)rment made will be prin- 
cipal $20,000, interest $10,500, total $30,500. The 
annual sinking fund to pay these bonds would on 
a 5 per cent, basis amount to $604.85, making in 
twenty years $12,097, and the interest paid on the 
bonds would be $20,000, total payments $32,097. 
The apparent excess burden is accordingly $1,597. 

Discuss the above argument and show clearly just 
what the figures mean and in what the apparent 
saving actually consists. 

When a corporation undertakes its own construc- 
tion work on what basis is it permissible for it to 
make charges to property account in respect 
thereof? On what basis would you personally 
recommend that the charges should be made? 
Give your reasons. 

(a) How would you deal in the balance-sheet of a 
corporation with shares recovered from a vendor 
to whom they had been issued as fully paid and 
who had returned them in settlement of a claim 
for fraudulent misrepresentation in respect of the 
property sold by him to the corporation? 

(b) How would you deal with these shares for the 
purposes of a dividend ? 

19 
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Examination for Admission as Associate 



Accounting Theory and Practice — Part I 

JUNE 15, 1917, 9 A. M. TO 12.30 P. M. 

Candidates are required to answer questions 
one and two and one of the remaining three 
questions, hut no more, 

1. The firm of A and B have the following statement: 

Store $15,000 Accounts payable .... $10,000 

Accounts receivable.. 12,000 Bills payable 5,000 

Cash 9,000 A Capital 30,000 

Furniture and fixtures 2,800 B Capital 35,000 

Merchandise 37,000 

Miscel. equipment . . . 4,200 



$80,000 $80,000 

C is admitted as a special partner with the follow- 
ing arrangement : 

C to contribute $30,000 and to be entitled to one-third 
of the profit for one year. Before making the contribution 
the following changes to be made in the books : store to be 
marked down 5 per cent. ; allowance for doubtful accounts 
to be created amounting to 2 per cent. ; merchandise to be 
revalued at $35,000 ; furniture and fixtures to be valued at 
$2,500. At the end the amount of goodwill is to be fixed 
at 3 times the net profits for the year in excess of $20,000, 
this goodwill to be set up on the books, the corresponding 
20 
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ACCOUNTING THEORY AND PRACTICE 

credit being to A and B equally— A, B and C each to draw 
$3,000 in cash, the remaining profits to be carried to their 
capital accounts. 

During the year the following transactions took 
place : 

Merchandise bought on credit $240,000 

Cash purchases 25,000 

Cash sales 125,000 

Sales on credit 175,000 

Accounts payable paid (face $245,000, discount 

2 per cent.) 240,100 

Accounts receivable collected ( face $170,000, all net 

except $50,000 on which 2 per cent, allowed) . . . 169,000 

Buying expenses, paid cash 1,500 

Selling expenses, paid cash 21,000 

Delivery expenses, paid cash 9,000 

Management expenses, paid cash 4,500 

Miscellaneous expenses, paid cash 3,000 

Interest on notes payable, paid cash 250 

Partners each withdrew $3,000 cash as agreed. 

In closing the books for determining profits and 
goodwill the following were agreed upon: 

Value of merchandise on hand $60,000 

Depreciation on store 285 

Additional allowance for doubtful debts 165 

Furniture and fixtures written down 200 

Gk)odwill having been estimated and duly entered, 
C then contributes enough cash so that his capital 
account equals just one-third of the total capital. 
21 
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EXAMINATION QUESTIONS— JUNE, 1917 

Prepare statements showing how the accounts are 
to be adjusted and the balance-sheet after the final 
adjustment. 

2. BALANCE-SHEET OF AB 

Real estate $140,000.00 

Equipments 75,150.00 

Patents 54,700.00 

Investments 33,500.00 

Cash 4,348.64 

Notes receivable . 2,479.75 

Accts. receivable. . 31,108.15 

Inventories 81,423.70 

Goodwill 40,000.00 

Trading losses . . , 47,378.00 



Capital 


$229,652.00 


Mortgages on real 




estate 


75,000.00 


Accounts payable . 


124,615.24 


Notes payable 


80,000.00 


Reserve for depre- 




ciation 


821.00 



$510,088.24 $510,088.24 

AB, whose balance-sheet appears above, having 
been unfortunate in business, goes into liquida- 
tion. Prepare statement of affairs and deficiency 
account. 

The real estate is valued at $90,000, the equipment at 
$30,000. The patents are considered worthless, with the 
exception of one thought to have a market value of $5,000. 
Bonds, with a par value of $27,500, were pledged to secure 
a collateral loan of $25,000. These have, however, shrunk 
in value so as to be worth at present prices only $22,000. 
Included in investments are $5,000 other bonds which are 
clearly worthless; the other investments have a doubtful 
value of 50 per cent. The notes receivable are thought to 
be good. Of the accounts receivable $10,000 are known to 
be good, $5,000 are known to be bad, and the remainder 
are expected to pay 80 per cent. The inventories are esti- 
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ACCOUNTING THEORY AND PRACTICE 

mated as worth not more than half of their book value. 
Goodwill is purely fictitious. Interest accrued on the 
mortgage is $800, on notes payable, $523. Wages accrued 
are $1,200. 

Assuming the foregoing estimates of value are 
correct and the expenses of liquidation amount to 
$3,000, what percentage of their claims will the 
general creditors receive? 

3. A company organized with $1,000,000 capital stock 

which it placed at par, and $1,000,000 6 per cent 
bonds which it sold at 90, this being a 6 per cent, 
basis. It paid to contractors, etc., for construc- 
tion $1,800,000 and this amount of investment 
ran, on the average, for one year before the prop- 
erty was ready for operation. When operation 
began the company had therefore paid one year's 
interest on the issue of bonds. No dividends were 
paid on the stock. In addition to the sum named 
above the company also paid $10,000 for legal 
expenses in connection with incorporation and 
$5,000 for franchise and other fees. 
How should the accounts appear when the prop- 
erty was ready for operation ? 

4. A corporation having issued its capital stock at par 

buys 1,000 shares at 95. It later sells 500 of these 
shares at 98, and 300 at 85, and 200 at 101. Give 
the journal entries covering these transactions. 
How should the items appear on the balance-sheet 
immediately after purchasing the stock, and im- 
mediately after each of the sales? 
23 



Digitized by 



Google 



EXAMINATION QUESTIONS— JUNE, 1917 

5. The following items represent the combined state- 
ment of all the national banks. Rearrange them in 
the form of a balance-sheet. You need not fol- 
low the form used by the Comptroller of the 
Currency, but make a balance-sheet in the form 
that seems the most desirable. 

Banking house, furniture and fixtures $160,800 

Bills of other national banks 31,200 

Bills payable 44,700 

Bonds borrowed 60,000 

Bonds, securities, etc 700,300 

Capital stock paid in 896,400 

Cashier's cheques outstanding 1,000 

Certified cheques 1,000 

Cheques and other cash items 26,900 

Circulating notes 551,900 

Demand certificates of deposit 1,000 

Deposits of U. S. disbursing officers 17,800 

Dividends unpaid 1,600 

Due from approved reserve agents 614,500 

Due from other national banks 334,600 

Due from state banks 123,000 

Due from the Treasurer of the U. S 4,700 

Due to approved reserve agents 38,100 

Due to other national banks 823,000 

Due to state banks 395,800 

Due to trust companies 337,900 

Exchanges for the clearing house 190,600 

Fractional currency 2,300 

Individual deposits subject to cheque 4,315,000 

Lawful money reserve in banks 701,600 

Loans and discounts 4,678,600 

Notes and bills rediscounted 14,400 

Bonds (other than U. S.) to secure U. S. deposits 68,200 

Other liabilities 6,900 
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ACCOUNTING THEORY AND PRACTICE 

Real estate owned other than banking house $20,200 

Overdrafts 30,500 

Premium on bonds for circulation 14,600 

Redemption fund with the U. S. Treasurer 27,300 

Reserve for taxes 4,400 

State bank circulation outstanding 100 

Surplus fund 548,300 

Time certificates of deposit 1,000 

Undivided profits 186,600 

U. S. bonds on hand 7,400 

U. S. bonds to secure circulation 557,300 

U. S. bonds to secure U. S. deposits 95,600 

U. S. deposits 143,300 
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Examination for Admission as Associate 



Accounting Theory and Practice — ^Part II 

JUNE 15, 1917, 1.30 P. M. TO 4.30 P. M. 

Candidates are required to answer six of the 
following questions but no more. 

1. In the process of consolidating several competing 

establishments, Corporation A, the holding com- 
pany, acquires $98,000, out of a total of $100,000, 
of the capital stock of Company B. At the time 
of the purchase the balance-sheet of Company B 
showed surplus and undivided profits of $50,000. 
Company A bought the stock of B at 200 per 
cent. Almost immediately after the purchase 
Company B paid a cash dividend of 25 per cent. 
In what ways would the payment of this dividend 
affect (a) the balance-sheet of B; (b) the balance- 
sheet of A; (c) the consolidated balance-sheet of 
A and its subsidiary companies ? 
Give your reasons for your answer. 

2. The balance-sheet of a corporation shows the fol- 

lowing credit balances : 
Reserve for depreciation 
Reserve for extension of plant 
Reserve for bad and doubtful debts 
Sinking fund reserve 
Insurance reserve 
Reserve for pensions 
Reserve for contingencies 
Reserve for taxes 
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ACCOUNTING THEORY AND PRACTICE 

What would you assume to be the nature of each 
of these items? Can better terms be substituted 
for any of those used? In what circumstances 
would each of the above accounts be debited, and 
when debited what would be the corresponding 
credit? If the business were to be sold for the 
amount of its net worth as shown by the balance- 
sheet, which of these items would represent a 
proper addition to the capital stock in determining 
the selling price? 

3. A machine costing $10,000 was estimated to have 

a life of ten years, with a residual value of $1,000. 
At the close of each year a charge of $900 was 
made and a similar amount credited to "reserve 
for depreciation." Just prior to closing the books 
at the end of the tenth year the machine was dis- 
carded and sold, bringing $2,000, and a similar 
machine was bought costing $15,000. Give the 
journal entries that you would make to close the 
books at the end of the tenth year in order to 
cover these transactions and to make necessary 
adjustments. Interest is not to be calculated. 

4. How should the following items be treated in the 

balance-sheet ? 

Notes receivable endorsed and discounted at a bank ; 
Accommodation endorsements made for friends; 
Contracts for future delivery at a stated price, the work 

being in part completed, and in part, but to a smaller 

percentage, paid for; 
Guarantee given that machinery sold will last five years? 
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EXAMINATION QUESTIONS— JUNE, 1917 

5. A company is under obligations to pay $10,000 to 

sinking fund trustees "out of profits." The fol- 
lowing transactions take place : 

1914 
Dec. 31 $10,000 cash paid to sinking fund trustees. 

1915 
Jan. 5 Trustees invest in $10,000 of the 5 per cent, bonds 
of the company at 98 and interest (from Jan. 1). 
July 1 Coupons on above bonds collected. 
Dec. 31 $10,000 paid to sinking fund trustees. 

1916 

Jan. 1 Coupons collected. 

2 $11,000 bonds bought for sinking fund at 95. 

July 1 Coupons collected. 

Dec. 31 $125 paid for expenses of sinking fund. 

31 $10,000 paid to sinking fund trustees. 

1917 
Jan. 1 Coupons collected. 

10 $10,000 bonds bought at 101 and interest. 

Give the journal entries on the company's books for 
the above transactions. 

6. A company which keeps no perpetual inventory 

records but takes an inventory annually on De- 
cember 31, suffers a fire loss on March 1. How 
would you proceed to compute the inventory on 
hand at that date? 



7. 



In preparing a balance-sheet of a corporation how 
would you classify or deal with securities 

(a) representing the entire ownership of a plant. 

(b) representing an interest in a competing company. 

(c) representing the investment of a sinking fund. 
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ACCOUNTING THEORY AND PRACTICE 

(d) representing the investment of a temporary surplus of 

cash. 

(e) stocks or bonds issued by the company itself? 

What are the main objects to be sought in arrang- 
ing the distribution of the work of the treasury 
and accounting departments of a business ? What 
general lines of distribution would you adopt to 
attain these objects ? 

(Candidates are not expected to explain methods in detail 
or draw forms). 
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Examinations of November, 1917 

Auditing 

NOVEMBER 15, 1917, 9 A. M. TO 12.30 P. M. 

The candidate is required to answer all of the 
following questions: 

1. You are required to make a detailed cash audit for 

three years ending October 31, 1917. You find a 
disbursement for "Rent October, 1914, $1,000.00," 
on November 6, 1914. You are told the receipt is 
missing and the duplicate cannot be obtained. You 
are shown as a voucher a check dated November 
6, 1914, payable to the landlord or order for 
$1,000.00, endorsed with a rubber stamp and 
marked by the client's bankers "paid." 
State with your reasons whether you would accept 
this as sufficient evidence that the payment was 
made as recorded and, if not, what course you 
would adopt. 

2. How would you proceed in a cash audit of a club 

or fraternal order to ascertain whether the treas- 
urer had charged himself with all dues paid by 
members to him ? 

3. You receive the following letter: 

We have never had our books audited but are contem- 
plating an audit now. Two of our friends have recom- 
mended you to us. Both have businesses similar to ours 
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AUDITING 

but their advices as to the time required are very different. 
Do you carry out different kinds of audits? If so, what 
are the different kinds and under what circumstances do 
you recommend one kind and when another? 
Write a reply. 

4. What different classes of obligations and liabilities 

should be disclosed in an audit for credit pur- 
poses ? How would you verify those recorded on 
the books and how would you try to discover any 
not so recorded? 

5. You are employed to install a system for a large 

business which your clients have acquired. Your 
recommendations are adopted at the beginning of 
a fiscal year. At the close of the year you are 
elected by the stockholders to audit the accounts 
for the year. 

State what procedure you would follow in exam- 
ining the 'charges to property accounts, and the 
objects of the various steps in that procedure. 

6. What are the essentials of an audit certificate in an 

audit for credit purposes? 

7. How far are the duties of an accountant auditing 

the books of a company affected by the character 
and extent of the company's system of internal 
check? 

8. In auditing the accounts of a trustee under a will, 

what special matters require to be dealt with 
which do not arise in the audit of a business 
concern ? 
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EXAMINATION QUESTIONS— NOVEMBER, 1917 

9. Prepare a bank reconciliation showing at least three 
different classes of items constituting the differ- 
ence between the figures being reconciled and 
state how far you would investigate such items in 
a cash audit. 

10. A company has insured the life of its president for 
its own benefit, and is carrying the amount of 
premiums paid in its balance-sheet. What position 
would you as an auditor take in regard to these 
premiums ? 
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Commercial Law 

NOVEMBER 15, 1917, 1.30 P. M. TO 6 P. M. 

The negotiable instrument and bankruptcy acts 
will govern the correctness of the answers of 
questions one to six inclusive. 

Negotiable Instruments 

Answer two of the following four questions: 
1. What IS the purpose of a protest? What instru- 
ments must be and what may be protested ? What 
instruments need no protest? 

^. New York, October 1, 1917. 

One month after date I promise to pay to John Smith 
Five Hundred Dollars for value received, negotiable and 
payable without defalcation or discount. 

(Signed) HENRY JONES. 

Is the above note negotiable or not? Give reasons. 

3. What is the legal effect of endorsing an instrument 

in blank? 

4. A past due note, endorsed by the payee, but not 

marked paid, is found by an administrator among 
the deceased maker's effects. What is the rule of 
law as to the presumption of its payment? 

Bankruptcy 

Answer one of the two following questions: 
6. Who may take advantage of the bankruptcy act 
voluntarily, and who may be forced into involun- 
tary bankruptcy? 
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EXAMINATION QUESTIONS— NOVEMBER, 1917 

6. Mention the principal acts which constitute acts of 

bankruptcy. 

Answers to the following questions are gov- 
erned by the common law. 

Contracts 

Answer two of the three following questions: 

7. What does a seller impliedly warrant in the sale of 

a chattel? 

8. When may a creditor enforce a contract with a 

minor? 

9. Explain what is meant by 

a. An executory contract 

b. An executed contract 

c. A void contract (Give example) 

d. An implied contract ( " " ) 

e. A voidable contract ( " " ) 

f. An express contract 

g. A covenant 

Corporations 

Answer two of the three follozving questions: 

10. What is meant by cumulative voting? Describe and 

state when it is frequently practised. 

11. The president and secretary of a mercantile corpo- 

ration seal, execute and deliver in the company's 
name a mortgage on the company's real estate, 
without the authority of the directors. The com- 
pany receives adequate value therefor. Can the 
holder foreclose in the case of default? Give 
reasons. 
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COMMERCIAL LAW 

12. Describe briefly the more important powers and 

duties of the directors of a mercantile or manu- 
facturing corporation, and state some acts (1) 
which would render the directors personally liable 
(2) be ultra vires on the part of the corporation. 
Explain what ultra vires means. 

Partnership 

Answer both of the following questions: 

13. A, B and C respectively contribute ten, eight and 

six thousand dollars to the capital of a partner- 
ship. How should the resulting losses and gains 
be distributed in the absence of any agreement as 
to their distribution? 

14. A and B are partners. A dies. The assets are found 

to be worth only 76 per cent, of its liabilities in 
liquidation. A's estate is solvent, while B is 
insolvent. What are the rights of the firm's 
creditors against A's assets not invested in the 
partnership, and what are the rights of B*s per- 
sonal creditors as to the partnership assets? 
State the rule governing such cases. 

Income Tax 

Answer one of the two following questions: 

15. Under what circumstances and to what extent may 

losses incurred in speculation be deducted from 
gross income of an individual and a corporation 
respectively in ascertaining net income subject to 
the federal income tax ? 
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EXAMINATION QUESTIONS— NOVEMBER, 1917 

16. When must returns of net income be made under 
the federal income-tax law and when is the tax 
thereon payable? Who are required to make such 
returns ? 



Digitized by 



Google 



Accountmg Theory and Practice — ^Part I 

NOVEMBER 16, 1917, 9 A. M. TO 1.00 P. M. 

Candidates are required to answer four ques- 
tions out of five. 

1. The following is the balance-sheet of the A. B. 
Company, January 1, 1915: 

Cash $ 52,864 

Accounts receivable.. 197,425 
Inventories : 

Raw material .... 84,268 

Finished goods . . . 31,597 
Office furniture and 

fixtures 7,500 

Land 180,000 

Buildings 150,000 

Machinery 260,000 



Accounts payable . . . 


$ 35,482 


Divid's. payable pref. 




stock Feb. 1, 1915. 


7,600 


Divid's. payable com. 




stock Feb. 1, 1915. 


10,000 


Mortgage bonds 20-yr. 




@ 6% dated Janu- 




ary 1, 1915 


100,000 


Premium on bonds . . 


5,000 


Capital stock pref'd. 


250,000 


comm. 


500,000 


Reserve for bad debts 


4,718 


Surplus 


40,954 







$953,654 $953,654 

The transactions for the year ending January 1, 
1916, have been as follows : 

Cash received from customers $793,501 

Rent received 600 

There has been purchased 
1,232,000 lbs. raw material @ 20 cents per lb. 

Sales have been 823,334 

Discount and allowances on sales 23,519 

Bad debts written off 2,143 
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EXAMINATION QUESTIONS— NOVEMBER, 1917 

Disbursements have been made for 

Accounts payable 243,356 

Factory expense 7,489 

labor 351,426 

" repairs 23,843 

Office expense 1,927^ 

Selling expense 52,914 

Salaries 68,471 

Taxes 7,853 

Inventories January 1, 1916 
Raw material 412,595 lbs. having a 
market value of 22 cents per lb. and 
finished goods $30,842. The land 
is estimated to be worth $200,000. 
Semi-annual dividends of 3% on preferred and 2% on 
common, declared in June and December, payable August 
1 and February 1. Reserves for depreciation of buildings 
3% ; machinery 5% ; office fixtures 10%. Bad and doubt- 
ful debts reserve should be 2% of accounts receivable. 

Prepare an operating statement and balance-sheet 
as on January 1, 1916. 

2. From the following accounts appearing on the trial 
balance prepare without using figures, statements 
which you consider best calculated to set forth 
the operations of the year and the financial position 
at December 31, 1916, assuming that you are 
preparing these statements on behalf of a bank 
which desires paper available for rediscount with 
the federal reserve bank : 

Accounts payable Capital stock 

Accounts receivable Capital stock unsubscribed 

Advertising Cash on deposit 

Buildings Commissions paid salesmen 
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ACCOUNTING THEORY AND PRACTICE 



Depreciation buildings 1916 

Depreciation machinery 1916 

Discount allowed on sales 

Discount received on purchases 

Doubtful accounts receivable 

Factory expense 

Finished goods inventory De- 
cember 31, 1915 

Freight and cartage inward 

Freight and cartage outward 

Fuel 

Goodwill 

Insurance bldgs. and machinery 

Insurance finished goods 

Insurance unexpired buildings 
and machinery 

Insurance tmexpired finished 
goods 

Interest accrued on investments 

Interest accrued on mortgage 
pa}rable 

Interest paid 

Interest received 

Investments 

Labor factory pay roll 

Land 

Machinery 

Material inventory December 
31, 1915 

Material purchased 

Mortgage on plant 



Notes payable 

Notes receivable 

Office expenses 

Ofl&ce furniture and fixtures 

Office pay roll 

Organization expenses (to be 
distributed over three years 
from Jan. 1, 1916) 

Pay roll factory accrued 

Pay roll office accrued 

Petty cash 

Prepaid taxes real estate 

Profit and loss 1915 surplus 

Repairs buildings 

Repairs machinery 

Reserve for bad and doubtful 
accounts 

Reserve for depreciation bldgs. 

Reserve for depreciation ma- 
chinery 

Returns and allowances on 
sales 

Salaries general officers 

Salaries salesmen 

Sales 

Salesmen accounts— advances 
on salaries 

Subscriptions and donations 

Taxes income U. S. 

Taxes real estate 

Work in process inventory De- 
cember 31, 1915 



The inventories December 31, 1916, not on the 
books were : 

Finished goods Material work in process 
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EXAMINATION QUESTIONS— NOVEMBER, 1917 



3. Company A purchased on January 1, 1917, the 
entire capital stock of Company B at $176 per 
share, and the entire stock of Company C at $80 
per share. 
You are handed the balance-sheet as understated at 
June 30, 1917, and are requested to prepare a 
consolidated baknce-sheet of the A Company and 
its subsidiary companies at that date. 

BALANCE-SHEET— COMPANY A 



Property and good- 
will $ 850,000 

Stock of subsidiary 
companies 1,500,000 

Current assets .... 700,000 



Capital stock $2,250,000 

Current liabilities.. 150,000 
Surplus, January 1. 525,000 
Undivided profit for 
one-half year . . . 125,000 



$3,050,000 



$3,050,000 



BALANCE-SHEET— COMPANY B 



Property and good- 
will $ 650,000 

Current assets .... 60,000 



Capital stock ...... $ 400,000 

Current liabilities.. 10,000 

Surplus, January 1. 200,000 
Undivided profit for 

one-half year . . . 100,000 



$710,000 



$710,000 



BALANCE-SHEET— COMPANY C 



Prop'y (as appraised 

January 1, 1917) . $1,130,000 
Current assets . , . . 180,000 



Capital stock $1,000,000 

Current liabilities.. 340,000 
Surplus, January 1. 30,000 
Undivided profit for 
one-half year . . . 40,000 



$1,310,000 $1,310,000 

There are no intercompany accounts or inventories. 
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ACCOUNTING THEORY AND PRACTICE 

4. Frame any entries necessary to record the action of 
the directors as it appears in the minutes of the 
meeting of August 15, 1917, of which the follow- 
ing is a synopsis, and the action of the officers 
taken pursuant to authority conferred on them by 
such minutes : 

The treasurer reported that the profits for the year 
as audited amounted to $69,287. Voted that a 
dividend of $40,000 be paid on October 1st to 
the stockholders of record September 15th and ^' 
that $10,000 of the profits be appropriated as a 
reserve for relief of employes disabled while in 
the service of the United States and invested in 
Liberty Bonds. 

The treasurer reported that he had an offer of 
$1,000 in settlement of a debt of $3,000 of the 
A. B. C. Company, which had been written off as 
irrecoverable in 1914. He was authorized to 
accept the same in full settlement. 

The president reported that he had secured tenders ^ 
for new building planned in the amount of 
$185,000. He was authorized to execute a con- 
tract accordingly. 

The president reported that a firm of bankers had 
offered to purchase $200,000 of the company's 
twenty-year 5 per cent, bonds to be dated October 
1, 1917, at 93 and accrued interest. He was 
authorized to accept the offer and deliver bonds 
on that date. 
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EXAMINATION QUESTIONS— NOVEMBER, 1917 

6. A owns an annuity of $50 per annum, the first pay- 
ment on which falls due one year hence, and 
which continues for a period of twenty years 
certain. State 

(a) The present value of the benefit 

(b) The amount which he will have accumulated at 
the end of the period if he invests each moiety 
as it becomes due. 

Assume interest at 4% payable annually. In this connection 
the value of (1.04)~ is stated to be equal to 2.191123. 
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Accounting Theory and Practice — Part 11 

NOVEMBER 16, 1917, 2 P. M. TO 5.30 P. M. 

Candidates are required to answer six out of 
the folloiving nine questions: 

1. You are called upon to state what is the annual 

sinking fund necessary to redeem a principal sum 
of $1,000,000 due 30 years hence— it being as- 
sumed that the annual sums set aside are invested 
at compound interest at 5 per cent. State what 
computation you would make to arrive at the 
result desired. You need not work out the 
computation. 

2. Discuss the relative merits of bound books and 

loose-leaf or card records for various accounting 
purposes. 

3. Describe the form in which it is customary to sub- 

mit accounts of trustees and executors to a 
probate court in any jurisdiction with which you 
are familiar. Enumerate the various schedules 
containing the details of such accounts and de- 
scribe exactly what information each affords. 

4. What are specification costs? What are their 

special advantages and disadvantages? 
6. Outline the instructions you would give to afford 
the head office of a company adequate control 
over expenditures at its various plants for addi- 
tions and replacement repairs and to ensure 
uniform and correct accounting treatment thereof. 
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EXAMINATION QUESTIONS— NOVEMBER, 1917 

6. State the general principles to be adopted in valuing 

the inventory of a concern engaged in selling 
various articles, some of which it manufactures 
and others of which it buys complete. 

7. The "X. Y. Z." Corporation, the accounts of which 

you are auditing, is an American company, and 
has as its principal asset an industrial plant pur- 
chased many years ago located in Mexico. It also 
has capital locked up in current inventories, 
accounts receivable, etc., incidental to the opera- 
tion of such Mexican plant. For many years the 
Mexican accounts were reflected on the head 
office books on the basis of $2 Mex. to $1 U. S. A. 
Do you consider this proper at a time when 
Mexican exchange stands at, say, $1 Mex. equal 
to 18c. U. S. A.? Assuming you feel that the 
situation requires adjustment, how would you 
proceed to correct the American balance-sheet? 

8. Define — Deficiency account, amortization, consoli- 

dated balance-sheet, depreciation, contingent lia- 
bility and controlling account. 

9. The prospective purchaser of a business employs 

you to examine the accounts. 
What important facts should you give your client 
in such a case? 
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Examinations of May, 1918 



Auditing 

MAY 16, 1918, 9 A. M. TO 1 P. M. 

The candidate is required to answer all the 
following questions: 

1. What would you consider satisfactory evidence of 

the correctness and propriety of expenditures of 
the following classes ? 

Wages paid 

Land purchased 

Commission paid to bankers for sale of bonds 

Salary of president 

Expenses of president 

Pensions paid to ex-employes 

Directors' remuneration? 

2. Give either the classification of notes and accounts 

receivable suggested in the Federal Reserve 
Bulletin for April, 1917, for use in audited state- 
ments for credit purposes, or an alternative 
classification. 

3. How is the position of an auditor affected if the 

system of the concern under audit is defective? 

(a) As to internal check 

(b) As to cost methods? 
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EXAMINATION QUESTIONS— MAY. 1918 

4. In the machinery account of a company under audit, 
you find the following among other items : 

Dr. Cr. 

Purchase of two ma- Sale of old machine, 

chines, type A, includ- type A (less cost of 

ing freight $8,000 removal and freight) $1,264 

G)st of removing a dis- Sale of old machine, 

used machine, type B, type B 1,470 

to make room for new 
machine 160 

Cost of installation of 
two new machines . . 280 

Alterations to four type 
C machines, necessi- 
tated by change in 
product 640 

Cost of moving two ma- 
chines from building 
A to building B to 
permit of more eco- 
nomical operation, in- 
cluding reinstallation. 270 

The balance on machinery depreciation account 
shows an increase for the year of the amount 
provided out of income which is computed at the 
rate of 4 per cent, on the balance of machinery 
account at the commencement of the year. The 
method of keeping the machinery and machinery 
depreciation accounts has been in force from the 
commencement of operations. Draft your com- 
ments as auditor of these accounts, assuming that 
no items other than those above mentioned call 
for any comments. 
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AUDITING 

6. Prepare a programme for an annual audit of the 
accounts of a trust estate. (It is not necessary to 
deal with special transactions, such as occur in 
connection with the original creation of a trust.) 

6. Draft a form of audit certificate to accompany a 

balance-sheet which is to be published in the 
annual report of a corporation. 

7. State two methods which have been used to conceal 

thefts of cash and also procedure in an audit 
which would disclose such irregularities if they 
should exist. 

8. What is the extent of an auditor's responsibility in 

respect to the classification of assets and liabilities 
in a balance-sheet which he certifies ? 

9. Outline the work which should be done in connec- 

tion with notes and bills payable in an audit for 
credit purposes of a merchandising company. 
10. How would you proceed if the accounts of a cor- 
poration which you were auditing were in your 
judgment incorrect and you were unable to induce 
the officers to make the changes you deemed 
imperatively called for 

(a) If you had been elected as auditor by stockholders 

(b) If you had been appointed by the directors 

(c) If you had been instructed by the president on the 

request of the company's bankers or note-brokers ? 
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Commercial Law 

MAY 16, 1918, 2 P. M. TO 5.30 P. M. 
Give your reasons for all answers. 
The negotiable instrument act will govern the 
correctness of the answers one to six inclusive. 

Negotiable Instruments 

Answer three of the following six questions 
but no more: 

1. A promissory note is by its terms payable in 

stated instalments with a provision that upon 
default in payment of any instalment or inter- 
est the whole shall become due. To what 
extent is the negotiability of the note affected 
thereby? 

2. A executes and delivers to B an undated nego- 

tiable note, payable 60 days after date. B 
inserts a wrong date (not the date of delivery) 
and the note passes in due course to C. What 
is the effect of the insertion as to the maturity 
of note as to C? Does it avoid the instrument 
in his hands? 

3. Must the authority of an agent to execute and 

deliver notes or cheques for and on behalf of 
a principal be in writing? 
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COMMERCIAL LAW 

4. New York, February 20, 1918. 

Thirty days after date I promise to pay to the order of 
A B one thousand dollars. 

Signed, JNO. HENDERSON, 

By Wm. Henderson, 
Atty.-in-Fact 

The note passes in due course to an endorsee. 
The agent has exceeded his authority in exe- 
cuting and delivering the note. Is the principal 
liable or not? 

6. What is the legal effect of a forged signature to 
a negotiable instrument? 

6. What correction may a payee or endorsee whose 

name has been improperly spelled in a nego- 
tiable instnmients make? 

Answers to questions seven to seventeen are 
governed by the common law. 

Contracts 

Answer three of the next following five 
questions hut no more: 

7. When is time of the essence of a contract (a) at 

law, (b) in equity? 

8. What is the rule for the appropriation of pay- 

ments made by a person who owes several 
interest-bearing debts to the same creditor? 

9. What is a tender to perform a contract and what 

is its effect? 
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EXAMINATION QUESTIONS— MAY, 1918 

10. In what ways may a contract be discharged by 

operation of law? 

11. When was a sale complete so as to pass title at 

common law, and how did the statute of 
frauds and perjuries change this? 

Corporations 

Answer two of the following five questions 
but no more: 

12. What is the distinction between the capital and 

the capital stock of a corporation and how 
is the value of the stock measured and 
determined? 

13. Under what conditions may a corporation be- 

come the owner of its own capital stock? 

14. What are the characteristics of preferred stock, 

and what are the rights of the holders thereof 
as to dividends and guaranteed dividends and 
preference in distribution of capital on 
liquidation ? 

15. Is the agreement between the shareholder and 

the corporation that all shares shall be deemed 
fully paid up effectual as against creditors? 
Explain. 

16. What is the preference on the part of stock- 

holders to subscribe to new shares upon 
increase of capital? 
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COMMERCIAL LAW 

Partnership 

Answer to this question is required. 

17. What are the rules which must be observed 

in adjusting the accounts of partners in 
liquidation. 

(1) as to pasrment of losses 

(2) as to application of assets ? 

Income Tax 

Answers to this question are governed by 
federal tax laws and are required. 

18. What are the provisions of the income-tax and 

war-tax laws as to the deduction from profits 
of the amounts paid for income tax and war or 
excess-profits-tax during the fiscal or calendar 
year? 
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Accounting Theory and Practice — ^Part I 

MAY 17, 1918, 9 A. M. TO 1 P. M. 

The candidate is required to answer questions 
I and 2 and four other questions. 

1. BALANCE-SHEET 

December 31, 1916 

Assets 

Cash $3,000.00 

Accounts receivable 15,700.00 $18,700.00 

Inventories : 

Finished goods 154,500.00 

Goods in process 8,350.00 

Materials 55,000.00 217,850.00 

$236,550.00 

Land 40,000.00 

Buildings $94,000.00 

Less reserve for depreciation 14,000.00 80,000.00 

Machinery and fixtures . . . ; . 81,000.00 
Less reserve for depreciation 21,000.00 60,000,00 180,000.00 

Deferred charges: 
Insurance and taxes 1,100.00 

Total assets 417,650.00 

Deficit 52,850.00 

$470,500.00 
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ACCOUNTING THEORY AND PRACTICE 

Liabilities 

Notes payable $275,000.00 

Accounts payable 16,500.00 $290,500.00 

Capital stock: 

Preferred 100,000.00 

Common 80,000.00 180,000.00 

$470,500.00 



The foregoing was the balance-sheet of a corpo- 
ration, December 31, 1916, incorporated January 
1, 1910, and during the ensuing 3rear there 
occurred the following transactions : 

Sales, net $550,000.00 

Purchases, net—raw material 347,000.00 

Raw material inventory increased 64,000.00 

Labor 60,000.00 

Total manufacturing expense 35,900.00 

Process inventory increased 20,000.00 

Finished goods inventory decreased 36,000.00 

Total selling expense 35,000.00 

Total administrative expense 26,000.00 

Notes payable have been renewed as they became 
due, except that $100,000.00, held by the largest 
owners in the company, has been donated to the 
company, 

July 1, 1917 $100,000.00 

$6,000.00 of Sy2 per cent. Liberty 

bonds have been bought 5,000.00 

$2,000.00 has been donated to the 

Red Cross 2,000.00 
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EXAMINATION QUESTIONS— MAY, 1918 

Notes, 

Depreciation on buildings, estimated life 47 years, 
beginning January 1, 1910. 

Depreciation on machinery, estimated life 27 years, 
beginning January 1, 1910. 

Accounts receivable were $46,000.00, and accounts 
payable $16,000.00 at the close of the year. 

There was accrued interest payable $2,500.00, De- 
cember 31, 1917. 

Prepare an operating and profit-and-loss statement 
for the year and a balance-sheet as on December 
31, 1917; and calculate taxes to be paid to the 
United States government. 

The pre-war profits were respectively $14,000.00, 
$8,250.00 and $5,500.00, for the years 1911, 1912 
and 1913; and the invested capital for the corre- 
sponding years $160,000.00, $160,000.00 and 
$140,000.00. 

2. During the year ended December 31, 1917, the 
A. B. C. Cotton Mills produced 3,893,000 pounds 
of finished product. There were turned into the 
mill during the year 4,250,000 pounds of cotton, 
costing $750,000.00, and 176,000 pounds of yam, 
costing $60,000.00. The stock in process at the 
beginning of the year amounted to 160,000 pounds 
valued at $20,000.00, and at the end of the 
year to 200,000 pounds, valued at $60,000.00. 
Waste produced during the year was 420,000 
pounds and realized $26,000.00. The factory ex- 
penses were: Superintendence, $5,000.00; labor, 
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ACCOUNTING THEORY AND PRACTICE 

$160,000.00; fuel, $20,000.00; oil, $1,600.00; 
mill supplies, $12,500.00; burlap, $4,600.00, and 
starch and sizing, $7,500.00. For its finished 
product sold the company realized $1,250,000.00. 
On the first of the year the value of the finished 
product on hand amounted to $26,000.00, and at 
the end of the year to $78,000.00. The selling 
expenses of the company amounted to $80,000.00, 
its general expenses to $22,500.00, and its extra- 
ordinary expenses not applicable to the cost of 
production to $60,000.00. 
Prepare a comprehensive income account covering 
the year's operations and give statistics as to the 
sales and cost of production per pound by items 
with the invisible gain or loss during the year on 
cotton passing through the mill. 

3. With what accounts of a bankrupt company would 

you open the books of the receiver? State your 
reasons for so doing. 

4. Mention three classes of transactions which a debit 

item may represent in a personal account. 

5. You are asked by a client to discuss with him 

the question of reserves for depreciation and 
depletion of his various capital assets. State your 
position on this subject and enumerate the con- 
siderations you would advance in support thereof. 
Would you or would you not be guided by the 
rules laid down by the internal revenue authorities 
in deciding upon the rates to be used? 
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EXAMINATION QUESTIONS— MAY. 1918 

6. Explain what is understood by a "book inventory" 

and indicate in what circtunstances and for what 
purposes you would consider such a record to be 
of use in a manufacturing business 

(a) For current information 

(b) For use in the preparation of interim statements of 

accounts 

(c) For use in the preparation of final yearly or half- 

yearly accounts. 

Assuming your client decided to rely entirely upon 
such book records, what steps should be taken to 
guard their accuracy? 

7. What particular features is it necessary to bring 

out in the preparation of the annual accounts of 
a municipal or county government? 

8. You are called upon to advise a client who has 

large deaUngs, both buying and selling, with 
foreign countries, involving questions of foreign 
moneys and exchange. What general principles 
would guide you in advising him? 

9. How should a re-appraisal of capital assets be 

treated on the books of a going concern 

(a) When it involves an appreciation 

(b) When it involves a depreciation? 

Is such appreciation or depreciation a consideration 
which should be reflected in a return of net 
income to the federal authorities for income and 
excess-profits-tax purposes? 
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Accountmg Theory and Practice — ^Part n 

MAY 17, 1918, 2 P. M. TO 6 P. M. 

The candidate is required to answer questions 
I and 2 and jour other questions. 

Smith, Hill and Davis form a partnership under an 
agreement that Smith is to have a salary of 
$200.00, Hill $160.00, and Davis $100.00 a month 
respectively. The profits are to be divided in 
proportion to the amount of business secured by 
each partner. The partners are to be individually 
responsible for any direct losses arising from 
their own business. 

They are in business nine months, at the end of 
which time their books state as follows : 

Smith's sales $5,310.00 

Hill's sales 3,100.00 

Davis' sales ^ 3.200.00 

Net profits 2,468.50 

They then decide to rescind the salary agreement, 
treating any salary drawn as an advance, but 
otherwise to divide the profits according to the 
original arrangement. 

You find errors during the nine months' period, 
namely : 

Office furniture, charged to operation .... $65.00 
Funds lent by Davis, credited to his salary 

account 400.00 
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EXAMINATION QUESTIONS— MAY, 1918 

and open items not entered on the books as 
follows : 

Smith's salary (ninth month) $200.00 

Hill's salary (ninth month) 150.00 

Advertising 27.50 

Qerk hire 130.00 

Telephone 6.00 

Rent 50.00 

Stationery 15.00 

Accounts receivable, Smith's business, un- 
collectible 210.00 

and that the sales represent a gross profit of 100 
per cent, over cost of merchandise. 

State the journal entries necessary to readjust the 
accounts ; and prepare a corrected profit-and-loss 
account and a statement of the distribution of the 
profits. 

2. The A company buys on January 1st 96 per cent 
of the stock of the B company. 

The balance-sheet of the latter company on that 
date is as follows : 

Assets Liabilities 

Property account... $500,000 Capital $1,000,000 

Current assets 850,000 Surplus 100,000 

Current liabilities . . 250,000 

$1,350,000 $1,350,000 



The A company pays par for 90 per cent, of the 
stock and 120 for 5 per cent, of it. 
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During the next six months a doubtful claim of the 
B company, which prior to January 1st had been 
written off, turns out to be good and $6,000 cash 
is realized on it. 

At the end of the first six months B company has 
made $100,000 net profit from operations, and a 
dividend of $200,000 is paid. 

In making up a consolidated balance-sheet of A 
company and its subsidiary at January 1st (date 
of purchase), state, giving briefly your reasons, 
how you would treat 

(a) A company's interest in the B company, 
and at July 1st 

(b) The doubtful claim recovered. 

(c) The dividend paid. 

(d) The interest of outside B stockholders in B company. 

3. In auditing the books of a corporation you find 
that, in order to provide a sum to redeem a mort- 
gage of $100,000 falling due at the end of 10 
years, a reserve of $8,000 per annum has been set 
aside annually for three years, but that, contrary 
to intention, the company has failed to accumu- 
late interest thereon. Assuming interest at 4 per 
cent, (convertible annually) what should have 
been the total accumulations to date, and what 
amount should now be set aside annually for the 
next seven years in order to complete the sinking 
fund? (1.04)^=1.31693. 
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EXAMINATION QUESTIONS— MAY, 1918 

4. Describe the following and state some of the 
respective advantages and disadvantages of each : 

(a) Voucher system. 

(b) Loose-leaf system. 

(c) Cash journal. 

6. Name two methods of distributing the overhead or 
indirect expense of a factory so as equitably to 
transfer such expense to the cost of the different 
articles manufactured. What advantage has 
either method over the other? 

6. Should a manufacturing concern invoice its goods 

sent to a branch house (1) at selling price, or 

(2) at the prevailing wholesale price of the same 
or similar goods obtainable in open market, or 

(3) at cost? State the reasons fully. 

7. (a) What books of record are necessary, in addi- 

tion to the books of account, for a corporation 
existing imder the laws of your state? 

(b) Of what value would such records be for the 
purposes of an audit? 

8. What general principles should be observed in 

differentiating between capital and revenue ex- 
penditures? 

9. Give illustrations of "diminishing" or "wasting" 

assets. How should they be treated? 
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Examinations of November, 1918 



Auditing 

NOVEMBER 18, 1918, 9 A. M. TO 1 P. M, 

Answer ten of the following twelve questions 
and no more. 

1. How would you proceed to audit the books and 

accounts of the treasurer of a local Red Cross 
chapter? What evidence would you require as to 
the propriety of disbursements, and how would 
you ascertain that all receipts were duly re- 
corded? 

2. Draw up an outline of a report on your audit of 

the accounts of a corporation that has recently 
erected a large apartment house. Assume your 
instructions covered the period of erection and at 
least one year of operation. 

3. A corporation has issued $1,000,000 of 6 per cent. 

20-year bonds at 90 and for 8 years has written 
off 6 per cent, of the discount each year. Last 
year an opportunity occurred to buy in $200,000 
at 85, which was done and the bonds cancelled. 
The directors propose to take up into their year's 
revenue $30,000, the discount saved upon ex- 
tinction of this liability. Do you approve? If not, 
what course would you advise, or, if they insist, 
how would you act? 

61 



Digitized by 



Google 



EXAMINATION QUESTIONS—NOVEMBER, 1918 

4. "Inventory of merchandise should be carried at cost 

or market, whichever is lower." Do you assent 
to this proposition? Can you suggest circum- 
stances in which you would approve a departure 
therefrom? Would you be influenced by events 
or conditions subsequent to the date of closing 
the accounts? Give reasons. 

5. Assume you are to audit periodically the accounts 

of the trustees of a decedent's estate, holding a 
large number of investments, and frequently 
adding thereto. Outline a plan for your own 
guidance to detect the failure to collect or record 
the income from such investments. What would 
be your attitude regarding accrued interest or 
dividends in closing the accounts periodically? 

6. Give some general principles which will guide you 

in determining whether too much or too little 
provision has been made for depreciation of 
buildings, machinery, tools, goodwill, patents, 
franchises. Would a flat rate cover all these assets 
satisfactorily? 

7. On pointing out the insufficiency of the provision 

for depreciation on machinery, which the directors 
admit, you are met with the argument, supported 
by evidence, that the real estate values have 
appreciated to an even greater extent than the 
entire depreciation of other assets. As this latter 
is not taken up on the books you are asked to 
allow the one to offset the other. Give reasons 
for your agreement or disagreement. 
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AUDITING 

St 8. A financial institution has a large amount of capital 

It invested in mortgages which are constantly 

1- changing. Suggest a plan for confirming by 

t averages, and without a complete detailed exami- 

3 nation of every account, the amount of income 

g on this investment taken into profit-and-loss 
account for a year imder examination. 

s 9. State how you would satisfy yourself that all out- 

^ standing liabilities of a business are properly 

f taken up in the balance-sheet. Point out what you 

1 would like to find by way of system that would 

' simplify this task. How would you indicate on 

' the balance-sheet as of December 31st 

, (a) Preferred dividend (cumulative) due the previous 

November 1st not declared. 

(b) Ordinary dividend for the year, declared the fol- 

lowing January 22nd. 

(c) Ordinary dividend declared December 90th, payable 

February 1st? 

10. Your verification of the securities of a corporation 

has to be made at a date about two months subse- 
quent to the date of the balance-sheet you are 
asked to certify. Can you suggest steps which 
will enable you to do this without risk of over- 
looking serious overstatement? 

11. In auditing the books of a club with a restaurant, 

bar and cigar-stand you are not satisfied that 
supplies are properly accounted for, although an 
inventory is supposed to be taken every month. 
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EXAMINATION QUESTIONS— NOVEMBER, 1918 

How would you set about verif3ring your sus- 
picions regarding the more expensive commodities 
(wine, liquors and cigars) ? 

12. Indicate what would guide you in examining and 
criticizing accounts receivable carried on the 
branch-office books of a business. What would 
you require before 

(a) accepting the debts as good, or 

(b) writing off those you were told were bad? 
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Commercial Law 

NOVEMBER 18, 1918, 2 P, M. TO 6.30 P. M. 

Give yours reasons for all answers. 
Negotiable Instruments 

Answer three only of the following five 
questions: 

1. A note non-negotiable in form is executed and 

delivered by A to B and endorsed by B to C. A 
refuses to pay it when due, claiming want of 
consideration. C brings suit against A, averring 
that he was a holder in due course. Can A suc- 
cessfully defend the action if want of considera- 
tion is established? Give reasons. 

2. Suppose that the above note had been negotiable, 

would A's defense of want of consideration be a 
bar to C's recovery or not? Give reasons and 
state the rule applicable to the principle involved 
in this and the foregoing question. 

3. Define a negotiable bill of exchange. 

4. State three cases in which the alteration of an 

executed and delivered note becomes material. 

5. A negotiable note executed and delivered by A to 

B passes in due course to and is endorsed in blank 
by B, C, D and E ; F is the last holder and strikes 
out C's endorsement. What is the liability of C, 
D and E on their endorsement ? 
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EXAMINATION QUESTIONS—NOVEMBER, 1918 

Contracts 

Answer three only of the following five 
questions: 

1. Whit is the right of stoppage in transitu of goods, 

wares and merchandise by the seller? 

2. Define consideration in the law of contracts and 

distinguish between a good and a valuable 
consideration. 

3. When can an offer to perform a contract be 

withdrawn? 

4. What are "goods, wares and merchandise" within 

the meaning of the statute of frauds? 
6. (a) Define mistake and give its effect on contracts, 
(b) Define misrepresentation and state its effect 

Corporations 

Answer two only of the following four 
questions: 

1. Name some powers impliedly conferred on every 

corporation. 

2. Name some powers which will not be implied. 

3. Has a stockholder a right to examine the books of 

a corporation? If so, for what purpose? 

4. What right has a stockholder to a share of the 

profits of a corporate business? 

Partnership 

Answer one only of the following two 
questions: 
1. Can one partner transfer his interest to a stranger 
without consent of his co-partners? 
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COMMERCIAL LAW 

Describe general, special, ostensible, secret and 
silent partners. 

Federal Taxes 

Answer both the following questions: 
Are domestic partnerships obliged to make income- 
tax returns? 
Is the income of interest on Liberty bond issues 
taxable under the law in force July 1, 1918? If 
so, to what extent? 
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Accounting Theory and Practice — ^Part I 

NOVEMBER 19, 1918, 9 A. M. TO 1 P. M. 

Answer all the following questions: 

1. The following items appear on the balance-sheet of 
the American Pin Company, June 30, 1912. Land, 
buildings, equipment, etc., $336,000 ; capital stock 
of the Bronx Pin Ticket Company, par $50,000 ; 
cost, $57,400; patents, $15,000; working and 
trading assets, $37,500; cash, $10,000; accounts 
receivable, $32,000 ; due from Bronx Pin Ticket 
Company, $375.82 ; deferred assets, $1,500 ; first 
mortgage 6 per cent, gold bonds payable, due 
1922, $100,000; taxes accrued, $3,250; sakries 
and wages accrued, $4,327.82; accounts payable, 
$123,749.83 ; notes payable and interest, $80,125 ; 
interest accrued on first-mortgage bonds payable, 
$2,500 ; reserve for depreciation of building and 
equipment, $35,000; preferred capital stock out- 
standing, $75,000; common capital stock out- 
standing, $50,000 ; profit-and-loss surplus, 
$14,823.17. 

The American Pin Company having acquired all 
the capital stock of the Bronx Pin Ticket Com- 
pany, the balance-sheet of which appears below, 
it is proposed to merge the two companies as of 
July 1, 1912. 
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ACCOUNTING THEORY AND PRACTICE 

The Bronx Pin Ticket Company 

Assets— Land, buildings and equipment, etc., $260,- 
000 ; capital stock of the Blauser Pin Tray Com- 
pany carried at par, $35,000; patents, $22,625; 
working and trading assets, $10,000 ; cash, $10,- 
365.27; accounts receivable, $37,943.86 sinking 
fund, $3,236.92; deferred charges to expense, 
$1,200. Liabilities and capital — First mortgage 5 
per cent, gold bonds payable, due 1925, $50,000 ; 
taxes accrued, $2,750 ; salaries and wages accrued, 
$3,147.83 ; due to creditors, $144,720.30 ; due to 
American Pin Company, $375.82; notes payable 
and interest, $31,372.53 ; interest accrued on first 
mortgage bonds payable, $1,250 ; reserve for de- 
preciation of plant and equipment, $27,500; 
common capital stock outstanding, $50,000 ; profit 
and loss surplus, $69,254.57. 

Prepare 

(a) The entries on the books of the American Pin Co. 

(b) The entries on the books of the Bronx Pin Ticket Co. 

(c) Balance-sheet of the American Pin Company after 

the merger. 

The following problem is based upon the estimate 
cost system. No factory ledger will be used, all 
accounts being kept on the general ledger. The 
business is the making of men's clothes, and two 
principal materials will be used, fine woolens and 
plain woolens, of which stock records will be kept. 
Stock record will also be kept for finished goods. 
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EXAMINATION QUESTIONS— NOVEMBER, 1918 

(a) The following styles of clothing will be made, 
and they are estimated to cost 

Style Style Style 

801 802 803 

Materials used $12.50 $8.00 $4.00 

Supplies (linings, buttons, etc.). . 3.00 2.50 2.00 

Labor 9.00 6.00 4.50 

Factory expenses, 60% 5.40 3.60 2.70 

$29.90 $20.10 $13.20 

Note that the estimated costs are subdivided into 
four sections and that the accounts must be kept 
to record the corresponding subdivisions of 
operating costs. 

(b) The company starts with the following: 

Dr. Cr. 

Machinery and equipment $10,000.00 

Cash 40,000.00 

Capital stock $50,000.00 

(c) The purchases for the first month according 
to voucher record are 

Materials, fine woolens, 2,000 yds., at $3.00. . . . $6,000.00 

Materials, plain woolens, 3,000 yds., at $1.50. . . 4,600.00 

Rent of factory 600.00 

Lining, buttons and thread, etc 3,400.00 

Salesmen's commissions paid 700.00 

Office expenses 120.00 

Repairs to machines and equipment 350.00 

Electric power 440.00 

Oil, waste and other factory supplies 225.00 

$16,235.00 
70 



Digitized by 



Google 



ACCOUNTING THEORY AND PRACTICE 

(d) The payrolls are summarized as follows : 

Foreman and timekeepers $250.00 

Tailors, cutters, etc. (direct labor) 4,600.00 

Office and salesmen's salaries 750.00 

Inspectors and other indirect factory wages. . . 435.00 

$6,035.00 

(e) Depreciation on equipment is calculated at 1 
per cent, per month. 

(f) The cutting room foreman reports having 
taken from stock and cut the following materials 
for use on garments in progress, 

1,400 yds. fine woolens 
2,200 yds. plain woolens 

(g) The tailoring foreman reports the following 
garments finished and placed in stock : 

Style No. 801 200 pieces 

" " 802.. 300 " 

" 803 200 " 

(h) The sales record is as follows: 

Invoice No. 1 Style No. 801 100 pieces $4,000.00 

" 803 100 " 2,000.00 

" 2 " " 801 50 " 2,050.00 

" "3 " " 802 100 " 3,000.00 

" 4 " " 802 100 " 2,800.00 

" 803 25 " 450.00 

$14,300.00 

(i) Hint: make entry for cost of sales, 
(j) Received cash from customers, $9,000.00. 
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EXAMINATION QUESTIONS— NOVEMBER, 1918 

(k) Paid out cash for wages, $6,036.00, and 
vouchers, $7,660.00. 

(1) Inventories at end of month. (In addition to 
stocks of raw materials and finished goods as 
shown by stock records.) 
Supplies, $1,000.00 
Unfinished goods: 
Style No. 801, 50 pieces. 

All material cut. 

All supplies provided. 

Labor half completed. 
Style No. 802, 100 pieces. 

All material cut. 

Half of supplies provided. 

Half of labor finished. 

(m) Prepare bakmce-sheet and profit-and-loss 
account for the month. Add or deduct from cost 
of sales, when preparing profit-and-loss account, 
the unabsorbed labor, expenses, etc. 

(n) Show how balances of raw material and 
finished goods are made up. 

3. A dealer in foreign exchange finds from his books 
that he has had the following transactions in 
London exchange during a particular month, viz.. 
Exchange bought in local market : 

Jan. 1 30-day bill, payable in London £300 at 4.76 

Jan. 15 Bill due at sight in Londcm £2,500 at 4.76 
Exchange sold in local market : 

Jan. 5 Bill due in London at sight £1,000 at 4.77 

Jan. 20 Cable transfer £2,000 at 4.78 
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ACCOUNTING THEORY AND PRACTICE 

Foreign correspondents* draft honored and paid : 
Jan. 20 Bill at 30 days after sight accepted Dec. 21st 
£500 at 4.78 

State how the balance on the account stands at the 
close of the month and how much profit or loss 
has been derived from th« transactions. (At 
January 31st the rate for cable transfers is 4.80.) 
Is the profit or loss so stated final? 

4. A distinction is made between funded debt and 
unfunded debt. Please define and compare, dis- 
cussing the advantages and disadvantages, if any, 
attaching to each. 
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Accoimtiiig Theory and Practice — ^Part 11 

NOVEMBER 19, 1918, 2 P. M. TO 6 P. M. 

Answer any eight of questions i to ii and 
any four of questions I2 to i8 and no more. 

1. Mention and explain two common views concern- 

ing the treatment of donated capital stock. 

2. What is the status of a company in the hands of 

the alien property custodian with r^;ard to the 
capital stock tax as required by the revenue act 
of September 8, 1916? 

3. A manufacturing concern having several branch 

offices for the sale of its product is in the habit of 
billing the branches at a wholesale price and 
expects each branch to show a profit. A balance- 
sheet is prepared in which the current accounts 
with the branches (after closing out their profits 
and losses into head office) are carried as ac- 
counts receivable. These branches carry a con- 
siderable stock of merchandise and have their 
own accounts receivable and possibly some out- 
standing accounts payable. How would the above 
balance-sheet have to be modified* in order to show 
correctly the financial condition of the business? 

4. (a) What items do you consider should be charged 

or credited direct to surplus? 
(b) Would you regularly make small adjustments 
of subsequently discovered errors through this 
account? 
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ACCOUNTING THEORY AND PRACTICE 

(c) Is the balance at credit of surplus ever in any f 
circumstances a liability, and, if so, td whom? 
6. Give some idea of what taxes you would charge 
against income and what against surplus. Of the 
former, which, if any, would you take up into 
manufacturing costs? What provision, if any, 
would you make for income and excess-profits 
taxes, in closing accounts before the passage of 
a pending act levying these taxes, either in gen- 
eral circumstances or when profits are partly 
divisible under some special contract or arrange- 
ment? 

6. Give some principles to determine a proper dispo- 

sition of the cost of enlarging a plant, including 
a partial re-building of the old portion. 
In case you have insufficient data to enable you to 
apply these principles satisfactorily, offer some 
solution of the difficulty. 

7. What are the distinguishing characteristics of the 

"corporation" as compared with other forms of 
business organization? What privileges does it 
carry and what, if any, are its disadvantages? 

8. There is a confusion in the minds of many people 

between statements of "revenue and expense" 
on the one hand and of "receipts and payments" 
on the other hand. Discuss the distinctive fea- 
tures of such statements, showing wherein they 
differ. 

9. Can you suggest any circumstances in which good- 

will would appear in the books of a partnership? 
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EXAMINATION QUESTIONS— NOVEMBER, 1918 

10. A company makes machines of a highly technical 

nature which it rents out, but refuses to sell, to 
its customers. These machines, if kept in good 
order, are calculated to last almost indefinitely, 
but say for at least 20 years. They are, on the 
other hand, liable to be superseded at any time by 
new devices or methods. How would you treat 
the original capital value on the books of the 
company? (Assume that two years' rental would, 
in each case, liquidate the first cost.) 

11. What are the present requirements of the federal 

reserve banks in regard to the verification of the 
accounts of companies whose paper is submitted 
by member banks for rediscount? 

12. Enumerate the essential heads of information 

which ought to be brought out in statements pre- 
pared for the information of bankers for credit 
purposes. Would you or would you not amplify 
such information in a statement prepared for the 
information of 

(a) Officers and directors, 

(b) Shareholders of a company? 

13. On December 31st the office of a company with 

which you have previously been connected as 
auditor is burned and all its records completely 
destroyed. Its plant is, however, saved, and its 
business can be continued without any break. 
You are called upon to assist in the preparation 
of a balance-sheet and open up new books with- 
out delay. How would you proceed? You have 
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ACCOUNTING THEORY AND PRACTICE 

in your possession a balance-sheet prepared by 
yourself at the close of the preceding year. You 
will incidentally also be required to prepare the 
company's returns for income-tax purposes. 

14. Define corpus and income and state clearly what 
they mean in dealing with the accounts of a de- 
cedent's estate. Outline the books you would 
keep in order properly to record transactions 
affecting such an estate, it being assumed that 
the will calls for the division of the estate into a 
number of trusts, some of which carry life rents 
to certain beneficiaries with a different application 
ultimately of the principal. 

16. State the rules which govern the treasury depart- 
ment either under law or under its official rulings 
with relation to the deduction of any four out of 
the following seven classes of deductions from 
gross income in preparation of returns of net 
revenue. 

(1) Bad debts and reserves for them; 

(2) Depreciation of horses; 

(3) Depletion of coal in a coal mining company; 

(4) Depletion of oil in an oil-producing company; 

(5) Donations and charity; 

(6) Salaries of officers of a corporation ; 

(7) Excess-profits tax in its relation to income tax and 

vice versa. 

16. Give a pro forma monthly operating and profit-and- 
loss statement for any one of the following 
industries, introducing a statistical statement 
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EXAMINATION QUESTIONS-NOVEMBER, 1918 

showing unit costs or any other useful cost data 
which may be practical. 

(a) A brewery; 

(b) A flour mill; 

(c) A coal mine; 

(d) An oil development company with producing wells ; 

(e) A foundry; 

(f) A rolling mill producing steel rails. 

Actuarial Questions (Optional) 

17. A corporation wants to retire a debt of $106,000 

bearing 6 per cent, interest payable annuall y. Th e 
tenth payment, Including interest, is to be ^S,00^ 
The other nine periodical payments are all to 
include interest and to be of the same amount. 
Required the amotmt of each of such nine pay- 
ments (1.06» = 1.651328). 

18. A $10,000 5 per cent, semi-annual coupon bond is 

bought on a 4 per cent, basis due IJ^ years hence. 
What did it cost? 
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Examinations of May, 1919 

Auditing 

MAY 16, 1919, 9 A. M. TO 1 P. M. 

Answer all the following questions: 

1. How would you verify the accuracy of accounts 

receivable from trade customers 

(a) In a detailed audit; 

(b) In a balance-sheet audit? 

2. In a balance-sheet audit how would you verify as 

to quantities and amounts the inventory items — 

(a) Goods in process ; 

(b) Repair and replacement parts for the concern's 

product? 

8. You are informed that during the period covered 
by a balance-sheet audit, which you have made, a 
defalcation was going on in the petty cash which 
was not discovered by you. You are asked to 
write a letter of explanation to the board of 
directors. Explain what you would do, and draft 
such a letter. 

4. How would you treat cash discounts on capital 
expenditures, such as for new machinery? 

6. In auditing the accounts of a corporation for the 

year ended December 31, 1918, you find that for 

the first time there were taken into consideration 

goods to be received after January 1, 1919, which 
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EXAMINATION QUESTIONS— MAY, 1919 

you find were covered by firm contracts. The 
purchase price of the goods was charged to pur- 
chases account as of December 31, 1918, and 
credited to the vendor. In the inventory the 
goods were taken at 20 per cent, less than cost. 
You find that the market price was in fact 80 per 
cent, of cost. Tax statements have been prepared 
in accordance with the books. 
Give your opinion as to the wisdom and propriety 
of the course adopted and your advice as to 
reflecting the forgoing in the balance-sheet. 

6. Discuss the various methods of handling contain- 

ers in different businesses? In each case describe 
the duty of the auditor. 

7. In making an audit or investigation for the pros- 

pective purchase of a business to be followed by 
a report, including a balance-sheet and income 
and profit-and-loss statement, would you expect 
such a report to differ from the report which you 
would make based upon a balance-sheet audit 
directed to and made for the president of a cor- 
poration? If different, specify fully the points of 
difference. 

8. How could a manager, who does not keep the 

books but is interested in the profits of one de- 
partment of a business, unduly increase the 
amount of his compensation? In making an audit 
where profit-sharing agreements exist should an 
audit programme differ from that required where 
there are no such agreements? If so, why? 

80 



Digitized by 



Google 



AUDITING 

9. (a) Would you refuse to sign an audit certificate 
if you had been refused access to the minute book 
of a corporation? 

(b) If the answer is "Yes/* would you sign the 
certificate with a qualification? 

(c) Mention five items for which you would look 
in examining a minute book. 

(d) If the corporation were a "close" one and 
practically no minutes were kept, what action 
would you take and why? 

10. When plant and deferred-asset accounts are in- 
creasing, should an auditor attempt to ascertain 
whether or not production is increasing, to the 
same relative extent? What is the auditor's 
general duty in regard to (a) capital expendi- 
tures and (b) increases in inventories? Answer 
fully. 
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Commercial Law 

MAY 16, 1919, 2 P. M. TO 6 P. M. 
Give your reasons for all answers. 

Negotiable Instruments 

Answer three of the following four questions: 
On the balance-sheet of a merchant there appears 
an item, notes receivable $5,696.60. You find these 
notes on hand or in bank for collection. You also 
find that the merchant has discounted at his bank 
notes previously received by him not yet due 
amounting to $11,000.00. 

(a) Since these discounted notes are no longer held by 

the merchant, has he any further responsibility 
or liability? 

(b) If so, describe its nature and what effect it may 

have on the balance-sheet. 

In counting the cash in a mill ofiice you find as 
part of tiie cash cheques which have been re- 
ceived from customers subsequent to the last bank 
deposit, which was made a week prior to your 
visit. The cheques are drawn on various widely 
scattered banks, including the mill's own bank, 
which is three miles away on a trolley line, 

(a) What does the law require the holder of cheques 

to do? 

(b) What danger, if any, may this mill incur in the 

collection of these cheques when it makes its 
next deposit? 
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COMMERCIAL LAW 

3. Among the notes receivable of E F, whose books 

are being examined, are two promissory notes 
past due. The maker of both is A B, whose 
financial responsibility is doubtful. One of the 
notes bears the endorsement of B C, who is 
known to be "good." What steps should have 
been taken by E F on the dates when each of 
these notes fell due to protect his rights? 

4. (a) How does the certification of a cheque by the 

bank operate to change its nature in the hands of 

a holder? 
(b) Describe the words necessary to effect 

certification. 

Contracts 
Answer two of the following three questions: 

5. A calls B on the telephone and says: "I have fine 

apples at $5.00 a barrel." B says, "I will take two 
barrels." 

(a) Is this a good contract? 

(b) What effect, if any, would be created if the saittc 

words had been expressed in a signed letter by 
A to B with B's signed reply? 

(c) What additional effect, if any, would be created 

by a more formal expression of the same con- 
versation in a ''memorandum of agreement" 
signed by both parties and properly witnessed? 

6. (a) What is the difference between an ordinary 

contract and one of suretyship? 
(b) What duty does the employer of a "bonded" 
cashier owe to the indemnity (or security) com- 
pany during the term of the bond? 
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EXAMINATION QUESTIONS— MAY, 1919 

7. What is the difference between the contract called 

"instalment lease" and one under which mer- 
chandise is sold on terms requiring payments of 
stated amounts in thirty, sixty, ninety and one 
hundred and twenty days after delivery? 

Corporations 

Answer both the following two questions: 

8. In January of each year for several years the 

directors of a corporation have declared an annual 
dividend on the company's preferred stock at the 
rate specified on the certificates. In the balance- 
sheet of December 31st of each preceding year 
the treasurer sets up the amount of the dividend 
as a liability of the company. Does the liability 
item correctly represent the company's responsi- 
bilities to its preferred shareholders and the 
holders of its notes payable? 

9. (a) Describe some of the principal advantages 

obtainable through the incorporation of a business 
now owned by an individual, 
(b) Are there any disadvantages to be considered? 

Partnership 

Answer both the following two questions: 

10. In an agreement for sharing profits entered into 

between two partners of a business concern and 
three employees, how should the agreement read 
to distinguish it from one of general partnership? 

11. (a) In examination of the business books of a 

partnership, for what document would you 
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COMMERCIAL LAW 

inquire for confirmation of the division of profits 
and amount of capital of the several members ? 
(b) Describe several other important provisions 
which you would expect to find in such a 
document. 

Federal Income, War-Profits and Excess- 
Profits Taxes 

Answer both the following two questions: 

12. You own two houses, in one of which you live. 

The other is leased to a tenant at a fixed monthly 
rental. You paid during 1918 real-estate taxes 
to the state, county, city or township on both 
properties. You also paid for the repairs on both. 

(a) Does the present federal income-tax law make any 

distinction between the two properties as to these 
two classes of expenses? 

(b) If so, explain the reason, if any, for the distinction. 

13. A corporation owns and operates a rolling mill. In 

its expense accounts for 1918 are the following 
items of disbursement : 

$1,000.00 to Red Cross for services of nurse and for 
medicines at the mill's emergency hospital; 
500.00 to the war chest (a local commtmity fund) ; 
100.00 annual dues in National Mill Owners' Asso- 
ciation ; 
500.00 to a local hospital for beds provided solely for 

the use of employees of the corporation ; 
250.00 to the Society for the Prevention of Cruelty 
to Children. 
Specify which, if any, of these items the corpora- 
tion may deduct from its gross income in de- 
termining its taxable income. 
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Accoimtiiig Theory and Practice — ^Part I 

MAY 16, 1919, 9 A. M. TO 1 P. M. 
Answer all the following questions: 

1. A has agreed to sell to B the goodwill of the X. Y. 
Co. on the basis of three years' profits of the 
business to be determined by you on sound prin- 
ciples of accounting as accurately as possible 
from the following statement handed you by A. 
You are required to compute the value of the 
goodwill, but are not expected to take into 
account any considerations outside those pre- 
sented by the statements. 

Credits 1st Year 2nd Year 3rd Year 

Sales (selling prices substantially 

uniform during period) $688,400 $602,500 $564,000 

Estimated value of construction 

work performed and charged 

to property 110,000 77,600 154,000 

Am>reciation of real estate upon 

revaluation by experts 80,000 

Profit on sale of Bethlehem Steel 

Co. stock 85,000 

Inventory at end of peridd: 

Production material at cost... 72,000 103,100 106,600 

Finished goods at selling prices 76,500 114,000 150,000 

$896,900 $977,200 $1,059,600 
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Debits 1st Year 2nd Year 3rd Year 

Production materials purchased. $233,000 $252,400 $220,300 

Production labor 50,850 61,400 60,900 

Production expense (including 

depreciation) 66,750 69,300 70,300 

Selling expenses 52,500 55,650 62,800 

Interest 96,000 94,000 98,500 

Cost of construction work 74,600 49,000 86,000 

Inventory at beginning of period : 

Production material at cost . . 51,400 72,000 103,100 

Finished goods at selling prices 54,900 76,500 114,000 

$680,000 $730,250 $815,900 

Balance, being profit claimed 
byA $216,900 $246,950 $243,700 

2. Does the basis of three years' profits for arriving 

at the goodwill outlined in the previous question 
appear to you to be reasonable upon the facts 
disclosed to you ? If not, what advice would you 
offer upon the question if A or B were your 
client? 

3. From the following balance-sheet and data 

(a) Prepare corrected balance-sheet in appropriate form 

for the information of stockholders and auditor's 
certificate thereto. 

(b) Show statement of adjustments to profits and 

surplus. 

PASSAIC FALLS WOOLEN MANUFACTURING CO. 
Assets BALANCE-SHEET— June 30, 1918 

Land $10,000.00 

Buildings (brick) 100,000.00 

Machinery 160,000.00 

Steam power plant 25,000.00 
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EXAMINATION QUESTIONS—MAY. 1919 

Assets — (G)ntmued) 

Treasury stock common, 250 shares costing $20,000.00 

Accounts receivable 50,000.00 

Inventories June 30, 1918 75,000.00 

Cash 20,000.00 

$450,000.00 
Liabilities 

Capital stock->common, par $100.00 $125,000.00 

Capital stock— preferred 7% cumulative, par $100.00 100,000.00 

Accounts payable 130,000.00 

Undistributed earnings, June 30, 1917 60,000.00 

Profits year ended June 30, 1918 35,000.00 

$450,000.00 
Adjust the above figures in regard to the following: 

(1) Land is appraised at $15,000.00 and is to be ad- 

justed to that value. 

(2) Give effect in the statements to depreciation of the 

wasting fixed assets for the year ended June 30, 
1918, at rates considered fair. 

(3) Dividends on the preferred stock have not been paid 

for years ended June 30, 1917, and June 30, 1918. 

(4) Inventories are valued $5,000.00 below cost. 

4. It frequently happens that a corporation contracts 
to purchase property at an agreed price, which 
on the face of the contract is declared to be its 
value, and that by another clause in the contract, 
or by another contract, the vendors agree to 
provide, in addition to the property, a certain 
sum for working capital or even for free surplus. 
It is sometimes maintained that this free sum so 
provided is a profit or surplus of the new cor- 
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ACCOUNTING THEORY AND PRACTICE 

poration available for payment of dividends if 
the directors so determine. 
Write a brief expression of your opinion as to the 
proper treatment of the sum turned back. 

In examining the affairs of a manufacturing con* 
cem you find, among the assets, finished goods 
inventory of $176,798.00 and ascertain that 
included in the above total is the sum of 
$50,000.00 covering goods deposited as collateral 
to secure notes which are included in the notes 
payable account. How would you treat this in a 
statement prepared for credit purposes? Explain 
why. 
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Accountiiig Theory and Practice — ^Part 11 

MAY 16, 1919, 2 P. M. TO 6 P. M. 

Answer questions i and 2 and any five of 
questions $ to 13 inclusive. 

1. The following trial balance of the B. C. Cotton 
Company is taken from the books after inven- 
tories and deferred charges have been posted. 
The accounts are ready to close for the period. 
The consigned goods account has been inactive 
for six months and will continue so for the 
present. Prepare statement to show for the 
quarter ended March 30, 1918, total manufactur- 
ing expenses, cost of goods made, cost of goods 
sold and net profit, and submit a balance-sheet as 
of March 30, 1918, 

TRIAL BALANCE 

Dr. Cr. 

Cloth $268,337.28 

Labor $33,862.99 

Light 132.72 

Royalties 50.00 

Oils 38.62 

Finishing 7,455.55 

Cash 119,126.06 

Liberty bonds 1,000.00 

Supplies 1,276.06 

Starch 800.00 

Fuel 1,455.99 

Water 202.24 

Freight inward 1,353.99 

Accounts receivable 63,492.58 
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Dr. Cr. 

Accounts payable 313.45 

Notes payable 225,000.00 

Building and machinery 341,378.14 

Tenements 1,610.99 

Insurance 350.00 

Taxes 567.71 

General expense 542.88 

Rents receivable 378.87 

Commissions 7,121.42 

Interest paid 2,539.90 

Discount taken 4,016.26 

Purchases, material 162,403.68 

Surplus 168,866.14 

Discount allowed 899.50 

Capital stock 362,500.00 

Waste sales 1,401.39 

Inventory, Finished goods 3/30 114,069.57 

Process 3/30 31,464.02 

Materials 3/30 113,860.99 

Fuel 3/30 1,250.00 

Starch 3/30 800.00 

Supplies 3/30 1,300.00 

Prepaid taxes 3/30 208.96 

Unexpired insurance 3/30 660.41 

Prepaid interest 3/30 5,100.00 

Consigned goods 3/30 14,438.42 

$1,030,813.39 $1,030,813.39 
Inventories of finished goods have been credited to 
cloth account and inventories of goods in process 
and materials to purchase account. 

INVENTORIES JANUARY 1, 1918 

Finished goods, January 1, 1918. . $132,833.85 

Goods in process, January 1, 1918. . 22,258.01 

Materials, January 1, 1918 143,566.55 
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EXAMINATION QUESTIONS-MAY, 1919 

2. From the following statement of facts set up the 

trial balance of the Broad Exchange bank, De- 
cember 31, 1918, after closing, and prepare there- 
from a condensed statement of condition as of the 
same date : 

Due from banks, $74,976; time certificates of 
deposit, $10,000 ; cashier's cheques, $496,349.75 ; 
rediscounts, $400,000; customers' loans, $500,000; 
bills purchased, $550,000 ; exchanges for clearing 
house, $320,000; due to banks, $834,000 ; certified 
cheques, $12,500; cash, $966,750; demand cer- 
tificates of deposit, $2,500; transit department, 
$100,000 ; on deposit with Federal Reserve Bank, 
New York, $48,500; demand loans, $126,000; 
time loans, $80,000 ; bonds and mortgages owned, 
$100,000; coupon deposits, $3,750; on deposit 
with National City Bank, $53,062.50 ; depositors, 
$765,910; banking house, $200,000; furniture 
and fixtures, $25,000; capital stock issued and 
outstanding, $500,000; securities owned, $96,- 
812.50 ; surplus, $201,090.26 ; accrued interest re- 
ceivable, $1,075; interest purchased, $125; un- 
earned discount, $5,200. 

3. Define 

(a) Treasury stock. 

(b) Nominal accounts. 

(c) Accrued interest. 

(d) Controlling account. 

(e) Deferred charges. 
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ACCOUNTING THEORY AND PRACTICE 

4. What should be the controlling factor in determin- 

ing whether or not certain items may properly be 
capitalized ? 

5. (a) How should a trading company, acting also 

as agent for an individual trader, show on its 
balance-sheet the unsold consigned goods of the 
principal ? 
(b) How should the principal show the goods on 
his own balance-sheet? 

6. Name the elements essential to the proper calcu- 

lation of a depreciation charge. 

7. How would you prove in quantities the inventory 

of materials at beginning of year if you had 
superintended an actual inventory at end of year? 

8. Give journal entry to express the declaration of a 

dividend. 

9. How would you treat unclaimed dividends? 

10. Can you mention any distinction between dividends 

declared out of income and dividends declared 
out of profits realized from the increment of 
invested values? 

11. Define 

(a) Contingent liability. 

(b) Actual liability. 

Actuarial Questions (Optional) 

12. A bond, bearing interest at 6 per cent, per annum 

payable annually, and repayable in five years, 
with bonus of 10 per cent., is for sale. What 
price can a purchaser pay who desires to realize 



Digitized by 



Google 



EXAMINATION QUESTIONS— MAY, 1919 



« 



6 per cent, on his investment? (V @ 6 per 
cent. = .7473.) 
13. A lease has five years to run at $1,000.00 a year 
payable at the end of each year, with an exten- 
sion for a further five years at $1,200.00 a year. 
On a 6 per cent, basis what sum should be paid 
now in lieu of the ten years' rent? (V @ 6 per 
cent. = ,7473.) 
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Examinations of November, 1919 



Auditmg 

NOVEMBER 13, 1919, 9 A. M. TO 1 P. M. 
Answer any ten questions and no more. 

1. Outline in the case of a balance-sheet audit a pro- 
gramme of instructions for verification of cash 
and bank balances. 

?. Outline a system of internal checks for a wholesale 
grocery concern doing a business of $3,000,000 a 
year, with about 2,000 customers. The system 
should coordinate with an annual audit by pro- 
fessional accountants. 

3. A corporation owns nearly all of a block of land. 

The remaining portion is purchased subject to an 
existing lease. The corporation sets aside out of 
surplus an amount believed to be sufficient to 
extend its plant over the entire block at the 
expiration of the lease. What ledger title should 
be given to the amount set aside, and how should 
the amount be set up on the balance-sheet? 

4. In making "detailed" audits some auditors verify 

all postings and footings of general and sub- 
sidiary ledgers, even though controlling accounts 
are kept. State reasons for and against such 
procedure. 
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EXAMINATION QUESTIONS— NOVEMBER, 1919 

6. Describe three methods of calculating depreciation 
and suggest cases in which each might be feasible 
or desirable. 

6. The federal reserve board stipulates that paper to 

be eligible for re-discount must be supported by 
a statement of the borrower showing a satis- 
factory excess of quick assets over current 
liabilities. 

(a) For such purpose what items are 

1. Quick assets? 

2. Current liabilities? 

(b) A man owns 100% of the stock of each of two cor- 

porations. The business of one corporation is 
leased to the other, so that the lessee corporation 
has title to all quick assets. What kind of a 
statement should be submitted? 

7. In auditing the accounts of a corporation for the 

first time you find that during prior years the 
federal income-tax returns (which had not been 
audited by the government) were, in your 
opinion, inaccurate and that a substantial addi- 
tional amount of taxes is due to the government. 
Your client claims that the returns were correct, 
having been prepared under the advice of counsel. 
You believe that the client is acting in good faith. 
What, if anything, would you recommend? What 
bearing, if any, would the facts have upon a 
balance-sheet to be certified by you ? 
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AUDITING 

8. Describe a proper arrangement of audit working 

papers 

(a) During the audit; 

(b) When ready for filing. 

9. In the audit of the accounts of an instalment house 

with 20,000 open accounts, where weekly pay- 
ments are due and made in currency, how would 
you verify the outstanding balances? 

10. You ascertain that a client owes a substantial 

amount for assessments against local benefits. No 
liability therefor appears on the books. How 
would you proceed to determine the amount due? 
How would you reflect such amount on the 
balance-sheet? 

11. On March 15, 1919, you received instructions to 

audit the accounts of a large corporation whose 
fiscal year ended December 31, 1918. The cor- 
poration has subscribed for Liberty bonds 
through various banks and at December 31, 1918, 
certain subscriptions had been paid for in full 
and delivery of the bonds accepted, while in 
other cases part payments only had been made. 
Bonds have also been delivered to employees who 
have subscribed and paid for them in full. De- 
scribe how you would proceed to verify the asset 
shown on the balance-sheet at December 31, 
1918, representing bonds on hand and part pay- 
ments made on subscriptions, so that you can give 
an unqualified certificate to your clients as of 
December 31, 1918. 
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EXAMINATION QUESTIONS— NOVEMBER. 1919 

12. In making an audit of a trust estate you find the 
following amounts treated as income : 

(a) Profit on retirement of $10,000 bonds paid off at 

par plus 5%. 

(b) Dividend of $500 due prior to decedent's death. 

(c) Interest on $10,000 note for half-year to June 30th 

(testator having died on March 31st). 

(d) Dividend of $1,000 for half-year to June 30th re- 

ceived July Ist 

What criticism, if any, would you advance in 
regard to these credits ? 
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Commercial Law 

NOVEMBER 13, 1919, 2 P. M. TO 6 P. M. 
Give reasons for all answers. 

Negotiable Instruments 
Answer three of the following four questions: 

1. (a) A holds B's note for $5,000, which is drawn 

to the order of A. How can A transfer the note 
to C and at the same time avoid liability on it? 
(b) Mention the various kinds of endorsements 
and give an example of each. 

2. A received from B a negotiable promissory note 

for $2,600 payable on demand to the order of B 
and endorsed by B to the order of A. Six months 
later the maker of the note became insolvent. 
Has B any defense to an action by A against him 
as endorser? Explain fully. 

3. A delivered his cheque to B for $150 in payment 

for a horse and later gave notice to the bank on 
which it was drawn not to pay it. What are B's 
rights (a) against the bank and (b) against A? 

4. As an accommodation to B, A on Jime 1, 1919, 

endorsed B*s note for $1,000 payable to C's order 
on July 1, 1919. On July 2, 1919, C endorsed 
and delivered the note to D. What rights, if any, 
has D against A? 
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EXAMINATION QUESTIONS—NOVEMBER, 1919 

Contracts 

Answer two of the following three questions: 

5. A, having contracted on January 1, 1919, to sell B 

100 bbls. of flour to be delivered on July 1, 1919, 
notified B on February 1, 1919, that he wotdd 
not perform the contract. What were B's rights 
upon the receipt of this notice? 

6. A, in New York, wrote B in Buffalo, offering 

certain goods for sale at a certain price. B wrote 
a letter to A accepting the offer and posted it in 
Buffalo. Before A received the letter he received 
a telegram from B stating that he withdrew the 
acceptance. Was a valid contract made ? Explain 
the principles involved. 

7. What are the rights of a vendor of personal prop- 

erty when the vendee wrongfully refuses to 
accept delivery thereof? 

Corporations 

Answer both the following questions: 

8. What is meant by issuing of stock, and in return 

for what may stock lawfully be issued? 

9. From what funds may dividends be paid and who 

determines whether and when they shall be paid? 

Bankruptcy 

Answer both the following questions: 

10. Define and distinguish insolvency at common law 
and under the federal bankruptcy act. 
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COMMERCIAL LAW 

11. A commences a suit against B and obtains an at- 

tachment of B's property. Thirty days thereafter 
A enters judgment. The next day a petition in 
bankruptcy is filed against B, and twenty days 
thereafter he is adjudged a bankrupt. What is 
the effect, if any, on A's attachment and judg- 
ment? 

Partnership 

12. A and B were partners in business. A died and C 

was appointed executor of his will. What are 
the rights, if any, of C, as executor, with respect 
to the partnership assets and business? 

Income Tax 

Answer two of the following three questions: 

13. To what extent are salaries of officers and bonuses 

given to employees deductible in computing the 
net income of corporations under the federal 
income-tax law? 

14. A New York corporation received during the year 

dividends amounting to $2,000 on stock of a 
Massachusetts corporation owned by it and 
$1,000 on stock of a British corporation owned 
by it. Do these dividends constitute taxable 
income of the New York corporation under the 
federal income-tax law? 

15. A purchased a plot of vacant land in 1903 for 

$6,000. In 1919 he sold it still vacant for $7,500. 
How should this transaction be treated by A in 
preparing his income-tax return? 
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Accounting Theory and Practice — Part I 

NOVEMBER 14, 1919, 9 A. M. TO 1 P. M. 

Answer questions i and 3, and any three other 
questions. 

1. Spark Plug and Auto Supply, Inc., is the manu- 
facturer of a patented spark plug and is also 
dealer in automobile supplies. From the follow- 
ing trial balance (as of October 31, 1919), and 
information prepare balance-sheet and profit-and- 
loss statements showing cost of manufacture of 
spark plugs and gross and net profit on sales. 

Advertising $ 26,460 

Accounts receivable 180,105 

" payable $ 42,500 

Bills receivable 35,000 

" payable trade creditors 22,700 

First National bank 150,000 

Bonds 5% 1st mortgage 250,000 

Building factory 225,000 

Bad debts written off 7,850 

Capital stock: 
Common fully paid 
Authorized $250,000 

Issued 100,000 

6% Preferred. 

Authorized and issued 300,000 

Dividend preferred stock 18,000 

Delivery expenses 7,140 

Delivery, equipment and trucks 9,250 

Directors' fees 2,500 

Discount on sales 12,200* 
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ACCOUNTING THEORY AND PRACTICE 



Freight : raw materials $ 12,050 

" automobile supplies 2,345 

Finished goods 34,320 

First National Bank current account . . . 51,850 

General expenses 14,770 

Goods in process 13,250 

Heat, light and power 22,200 

Interest on bonds 9,375 

Insurance and taxes : factory 17,400 

Labor: productive 233,846 

" non-productive 99,444 

Liberty bonds 195,000 

Loose tools 15,270 

Machinery and plant 165,090 

Office furniture and fixtures 1,200 

Payroll $ 4,278 

Patent rights 30,000 

Purchases : raw materials 450,960 

" automobile supplies 141,690 

Repairs 14,050 

Rent : warehouse 3,875 

Reserve for depreciation : buildings 20,500 

machinery .. . 16,836 

" bad debts 8,000 

Real estate: factory site 160,000 

Shop supplies and expenses 15,560 

Surplus 173,011 

Sales : spark plugs 1,063,020 

" automobile supplies 137,595 

Salaries : office and general 14,500 

salesmen 34,600 

Traveling expenses 22,300 

. ., „ $2,288,440 $2,288,440 

Inventortes, Nov. i, 19 18: 

Raw materials 14,500 

Automobile supplies ^ 22,450 
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EXAMINATION QUESTIONS— NOVEMBER, 1919 

Inventories, Oct, 31, 191^: 

Raw materials $ 27,300 

Automobile supplies 19,200 

Finished goods 50,400 

Groods in process 17,205 

Loose tools 10,500 

Reserve for bad debts to be adjusted to 5% of open accounts. 
Depreciation for the 12 months ended October 31, to be 
allowed as follows : 

Factory buildings 2% 

Machinery 5% 

Delivery equipment 10% 

Furniture and fixtures $200 

Disregard fractional parts of a dollar. 
Patent rights expire Oct. 31, 1925. 
Advertising, $950.00 applies to next season. 
Taxes on factory buildings accrued, $1,400.00. 
First mortgage 5% gold bonds are a first charge on all the assets 
of the company. Interest payable quarterly on the first of 
February, May, August and November. 

2. The certificate of incorporation of the company 
referred to in the preceding question provides 
for the redemption of preferred stock "out of 
surplus profits," $30,000 to be redeemed No- 
vember 1, 1919, and $30,000 yearly thereafter. 
The stock redeemed in 1919 is to be purchased at 
105 and accrued dividends, in 1920 at 110, and 
so on, the 1928 redemption being at 150. 
Asstmiing that purchases of stock are made in 
accordance with the above requirements and that 
the directors take the necessary steps for the 
cancellation of the issue, explain how the various 
transactions should be recorded in the books of 
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ACCOUNTING THEORY AND PRACTICE 

the company and illustrate your answer by 
journal entries. 
How would you show the accounts in the balance- 
sheet at any time during the redemption period? 
3. In Mr. Jones' private ledger he keeps accounts with 
each investment he makes, one of which is an 
investment of 1,000 shares (par value $100) of 
the A. B. Company, which he acquired in July, 
1914, for $85,000. After this date and up to 
December 31, 1918, he makes further purchases 
and sales of this stock. A certified public account- 
ant called in to prepare Mr. Jones' income-tax 
return for 1918 finds that these and other trans- 
actions have been written up in the following 
manner, no effort to show the profit on the sale 
of 1,000 shares on June 1, 1918, having been 
attempted. 

INVESTMENT A. B. COMPANY ACCOUNT 

Dr. Cr. 

July 1/14. 1,000 shares purchased $ 85,000 

Dec. 31/14. Entry to carry this stock at par 15,000 
May 31/15. Purchased 1,500 shares at par 150,000 

Nov. 30/15. Sold 300 shares at 125 $ 37,500 

Dec. 31/15. Profit and loss— profit on sale 

of 300 shares 7,500 

July 1/16. Stock dividend of 50% on 2,200 

shares declared from profits 

accumulated prior to Mar. 

1, 1913 110,000 

Feb. 28/17. Sold 700 shares @ 110 77,000 

Dec. 31/17. Profit and loss, profit made on 

sale of 700 shares 7,000 

June 1/18. Sold 1,000 shares @ 125 .... 126,000 
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EXAMINATION QUESTIONS—NOVEMBER, 1919 

Rewrite this entire account to show how it should 
have been kept in order to show the actual profit 
on each sale, and also calculate the actual profit 
on the last sale of 1,000 shares. What is the book 
value of the total shares on hand December 31, 
1918? 

4. Discuss the treatment of expenditures for (1) 

ordinary repairs and (2) replacements in their 
relation to capital expenditures, profit and loss 
and reserve for depreciation. 

5. A corporation carries on its books an account with 

patents it has acquired from time to time by 
outright purchase during a period of ten years. 
They are still carried at original cost and it is 
decided to determine their present value, based 
upon the expiration of the life of the patents. 
Describe how you would proceed accurately to 
secure this result. 

6. A wholesale and retail company, which also manu- 

factures most of the goods sold by it, deter- 
mines through its cost system in the factory the 
cost of manufacture and proposes to bill its 
wholesale department for all goods manufactured 
at cost plus 10 per cent. What effect will such 
procedure have on statements issued by this 
company? 

7. State briefly the reasons advanced against includ- 

ing interest on owned capital in manufacturing 



costs. 
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Accounting Theory and Practice — ^Part 11 

NOVEMBER 14, 1919, 2 P. M. TO 6 P. M. 

Answer questions i and 2, and any five other 
questions. 

1. A and B trading in partnership decide to admit C 
as from January 1, 1919. 

They agree with C as follows : 

C is unable to contribute any tangible assets as his 
capital investment, but agrees to allow his share 
of the profits to be credited to his capital account 
until he shall have one-fifth interest. C is to 
share profits and losses to the extent of one-fifth. 

C is to receive a salary of $30,000 per annum, pay- 
able monthly in addition to his share of profits. 

Balance-sheet of A and B at December 31, 1918, is 
as follows: 

Assets LiAsnjTiEs 

Cash $ 1,500 Accounts payable $ 8,000 

Accounts receivable . . . 10,000 Capital accounts 

Merchandise 7,500 A. $10,000 

Furniture and fixtures. 1,500 B. 5,000 
Goodwill 2,500 15,000 

$23,000 $28,000 

During the six months ended June 30, 1919, the 
business has sustained unusual losses and it is 
decided to dissolve the partnership. 
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EXAMINATION QUESTIONS—NOVEMBER, 1919 

The balance-sheet at that date is as follows : 

Assets Liabilities 

Cash $ 600 Accounts payable $12,500 

Accounts receivable . . . 12,500 

Merchandise 5,000 Capital accounts 

Furniture and fixtures. 1,500 A. $10,000 

Goodwill 2,500 B. 5,000 

DeficU 15,000 

Being loss on trad- 
ing for six months. . 5,500 

$27,500 $27,500 

Accounts receivable were sold for $9,000, the buyer 
assuming all responsibility for collection and loss, 
if any. 

Merchandise realized $6,500 and furniture and 
fixtures $500. 

You are asked to make an examination of the 
accounts from January 1st and to prepare state- 
ments showing the realization of assets, the ad- 
justment of the partnership accounts and the 
distribution of the funds. 

In your examination you find that C has not drawn 
his salary for four months, and that B has ad- 
vanced to the partnership $2,500 by way of a 
temporary loan. These liabilities you find are 
included in the sum of $12,500 shown as accounts 
pa5rable. 

C is ascertained to be worthless. 
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ACCOUNTING THEORY AND PRACTICE 

2. The Pan-American Chemical Company, a New 
York corporation, owns a plant in Chile where 
nitrate of soda is manufactured and shipped to 
the United States. The accounts in Chile are 
kept in the local currency (pesos) and the fol- 
lowing is a summary of the transactions during 
1918: 

1/1/18 New York remitted by telegraphic transfer $30,000 

which realized 120,000 pesos 
4/1/18 " " " $30,000 " 150,000 " 
7/1/18 " '' " 30,000 " 180,000 " 
10/1/18 " " " 30,000 *' 150,000 " 

There were paid in wages for plant construction 

120,000 pesos. 
There was paid for operating 300,000 pesos. 
At December 31, 1918, the unpaid payroll for 
operating labor amounted to 60,000 pesos and 
one-sixth of the nitrate produced during the year 
remained in inventory. 
You may assume that the production, construction 
and shipments were spread evenly over the whole 
twelve months, and that the only element entering 
into costs of production and construction in Chile 
was labor. 
The average quoted exchange rates in Chile and 
New York were as follows: 
1/1/18 to 6/30/18 3 pesos = $1.00 

7/1/18 to 12/31/18 6 " = 1.00 

At the close of business 
12/31/18 the rate 

suddenly dropped to 6 " == 1.00 

109 



Digitized by 



Google 



EXAMINATION QUESTIONS—NOVEMBER, 1919 

You are required to show the accounts affected in 
both pesos and American dollars and to prepare 
a trial balance as'at 12/31/18 for the purpose of 
incorporating the Chilean accounts on the New 
York books. 

3. If in consolidating the accounts of a holding com- 

pany and its subsidiary companies you find that 
in the case of one of the subsidiary companies the 
holding company owns only 60 per cent, of its 
voting stock, state briefly how you would treat 
this subsidiary company's accounts in the con- 
solidated balance-sheet and why your proposed 
treatment reflects the true financial position of 
the combined companies more clearly than other 
methods with which you may be familiar. 

4. From the following comparative balance-sheets of 

the ABC Company at December 31, 1917, and 
December 31, 191S, prepare a short statement 
showing the funds realized during the year and 
the disposition made thereof : 

Assets 

Dec. 31, 1917 Dec. 81, 1918 

Capital assets $600,000.00 $900,000.00 

(Replacement values as shown 
by appraisal were used at 
December 31, 1918) 

Inventories 1,000,000.00 1,160,000.00 

Accounts receivable 850,000.00 800,000.00 

Cash 200,000.00 550,000.00 

Deferred charges 20,000.00 10,000.00 

$2,670,000.00 $3,420,000.00 
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ACCOUNTING THEORY AND PRACTICE 

LlABIUTIES 

Dec. 31, 1917 Dec. 31, 1918 

Capital stock $1,000,000.00 $1,000,000.00 

Bonds (issued at par) 500,000.00 

Capital surplus, representing excess 

of sound replacement value of 

appraisal at December 31, 1918, 

over the book value of capital 

assets at that date 150,000.00 

Bank loans 750,000.00 400,000.00 

Accounts payable 500,000.00 600,000.00 

Reserve for depreciation and re- 
placements 100,000.00 200,000.00 

(The reserve at December 31, 1918, 

represents the difference between 

the replacement and sotmd value 

of the appraisal at December 31, 

1918) 
Surplus 320,000.00 570,000.00 



$2,670,000.00 $3,420,000.00 



Note — The profits for the year were $450,000 and dividends 
were paid during the year amounting to $200,000. The sum of 
$100,000 was charged to operation for depreciation during the 
year and $50,000 was charged against the reserve for replace- 
ments. 

6. Is there any distinction between the figure shown 
as "invested capital" in a corporation's excess- 
profits tax return and the capital value upon 
which capital stock tax is calculated? 

6. In setting up the balance-sheet of a corporation 
which has an issue of 100,000 shares of stock of 
no par value, but a stated value of $5 a share, and 
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EXAMINATION QUESTIONS— NOVEMBER, 1919 

an excess of assets over liabilities of $1,500,000, 
how would you show the capital on the balance- 
sheet? 

7. State how you would show on the balance-sheet, if 

at all, consigned goods held for account of a 
principal? 

8. In which section of the balance-sheet and in what 

order would you show the following items. 
Wages, accounts payable, taxes, notes payable, 
interest accrued payable? 

9. Would you advise showing profits for prospectus 

purposes before or after deducting war profits 
and income taxes? State your reasons briefly. 
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Examinations of May, 1920 

Auditing 

MAY 18, 1920, 9 A. M. TO 1 P. M. 
Answer any ten of the following questions: 

1. In auditing the accounts of a co-partnership you 

find that the real estate account includes two 
pieces of property, the titles to which stand in 
the names of individual partners. What position 
would you take in regard to such items? 

2. You have been retained by a manufacturing com- 

pany as a consulting accountant and are requested 
to advise the officers what steps to take in order 
to determine the cause of an apparent deficiency 
in the inventory of factory material and work in 
process. How would you proceed to inform your- 
self of the circumstances and what would you 
suggest as a possible remedy? 

3. Give some reasons why the professional auditor 

should, under present-day conditions, give even 
more attention than in the past to (a) inventories, 
(b) insurance carried, (c) bank balances in for- 
eign countries. 

4. The machinery used by a firm has been purchased 

on the instalment plan, with monthly payments, 
and under the stipulation that title shall not pass 
until the last payment has been made. At the 
close of the year there are several payments yet 
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EXAMINATION QUESTIONS— MAY, 1920 

to be made. The firm also pays a royalty on the 
output of some of the machines secured on this 
plan. How should the accountant in the annual 
statement deal with (a) the machinery, (b) the 
instalments paid, (c) the royalties? 
6. Discuss the principles under which the calculation 
of charges in a mining company should be made, 
covering (a) depreciation of plant and equip- 
ment, (b) amortization of development expenses. 
6. You have been called to audit the books of a furni- 
ture company which sells on the instalment plan. 
The books have been closed when you reach the 
office, and you are handed a completed profit and 
loss account and balance-sheet. The company 
has been in business one year only. 

On investigation you find that all instalment sales 
are credited to an account designated "instalment 
sales." A controlling account and sub-ledger are 
kept for the instalment customers. 

You find that the total of the instalment sales has 
been credited to "instalment sales" account, which 
has been closed into profit and loss. 

All accounts, instalment and otherwise, that were 
known to be uncollectible have been charged off. 
There are no reserves against balances due from 
customers on the books. 

What criticisms or corrections have you to suggest 
as to the correctness or otherwise of the balance- 
sheet and profit and loss statement handed to 



you? 
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AUDITING 

7. You find the following certificate is appended to a 

balance-sheet : 
"May 15, 1920. The foregoing balance-sheet is in 
accordance with the books of the A. B. C. Co. 
(Signed) "John Smith, Auditor." 

State what, in your opinion, are the limitations, if 
any, of such a certification. Assuming you were 
afforded all reasonable facilities for the conduct 
of an audit of the company is it such a certificate 
as you would use ? State definitely how you would 
amplify it. 

8. The charter of a corporation which you are audit- 

ing contains a provision for the pasrment of an 
amount equal to 3 per cent, of the preferred cap- 
ital stock, originally issued, into a sinking fund. 
This fund, it is directed, is to be utilized in pur- 
chase of stock, at not exceeding 10 per cent, 
premium, and its cancellation and retiral. State 
in full detail how you would reflect transactions 
under this provision in your balance-sheet. Give 
illustrations (a) assuming stock acquired at a 
discount of 10 per cent, and (b) assuming stock 
acquired at a premium of 10 per cent. 

9. In auditing department store A, you find that cash 

discounts on purchases are regularly deducted 
from invoices when they are entered in the books, 
while in store B the invoices are entered in full 
and the discounts are credited to a discount ac- 
count as and when received. Discuss the relative 
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EXAMINATION QUESTIONS— MAY, 1920 

advantages and disadvantages of the two methods, 
and state what variations, if any, would occur in 
the valuing of inventories under the two methods. 

10. In a manufacturing concern which you are re- 

quested to audit, you find that what appears to be 
a careful book inventory of raw materials, sup- 
plies and work in process is maintained, but no 
physical inventory has been made for some years. 
Would you consider this a satisfactory state of 
affairs? And if so, on what saf^;uards would 
you insist to insure constant accuracy in the 
records? 

11. Outline a programme for a balance-sheet audit with 

a test of operations for any one of the following : 

(a) A coal mining company, 

(b) A coffee or rubber plantation, 

(c) An import and export house with foreign 
connections, 

(d) A suburban real-estate development 
company. 

12. In auditing the books of a corporation you find 

record of the ownership of stocks and bonds, 
some of which are in hand, some are deposited 
with bankers or others for safekeeping, and 
others are lodged as security for loans. State 
what kind of evidence you would require in each 
case, specifying particularly in the case of stocks 
and registered bonds, if not registered in the 
name of the corporation, what you consider nec- 
essary to protect your client's interests. 
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Commercial Law 

MAY 18, 1920, 2 P. M. TO 6 P. M. 

Give reasons for all answers. 

Negotiable Instniments 

Answer two of the following three questions: 

A having received from B, in payment of a debt, 
B*s cheque for $10,000 drawn upon the X bank, 
endorsed it to the order of C, who on the same 
day procured its certification by the bank. What 
is the obligation, if any, assumed by the bank 
upon certifying? What effect, if any, does such 
certification have upon the liability of A and B 
on the cheque? 

Are the following instruments negotiable? 

(a) "March 1, 1920. I promise to pay to the order 
of John Smith & Co. on August 30, 1920, in the 
city of New York, the sum of $340 for the 
amount of the second instalment on machine pur- 
chased of them on this date. William Brown." 

(b) "New York, May 1, 1920. Sixty days after 
date, I promise to pay to John Smith $5,000 for 
value received. William Brown." 

A made a note for the accommodation of B. B, 
before maturity, transferred it for value to C, 
who, at the time of taking the note knew that A 
was an accommodation party. Upon maturity, 
the note not being paid, C sued A thereon. Can 
he recover? 
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EXAMINATION QUESTIONS— MAY, 1920 

Contracts 

Answer two of the following three questions: 

4. A sent an order by mail to B for 100 barrels of- 

flour at $15 a barrel on twenty days' credit. B 
replied, saying, "I accept your order and will ship 
the goods, but on 10 days' credit." A received 
this letter and made no reply. After A's receipt 
of the letter, B wrote again, saying : "I have re- 
considered the matter and will allow 20 diays' 
credit. Am shipping the goods." A refused to 
receive or pay for the goods. Is A liable? 

5. A, a carpenter, sent B a bill for $500 for work, 

labor and services. There had been no agreement 
as to the price to be paid. B, on receiving the bill, 
sent a letter to A not disputing the service, but 
questioning the reasonableness of the amount of 
the charge and enclosing a cheque for $350, which 
he stated was in full satisfaction of A's claim. 
A made no reply, cashing the cheque. He subse- 
quently sued B to recover $150 as balance due. 
Is he entitled to recover? 

6. A in Chicago by written instrument contracted to 

sell to B in New York certain goods, with the 
provision that the goods were sold f. o. b. the 
Pennsylvania Railroad at Chicago, payment to be 
made sixty days after delivery. A delivered the 
goods to the Pennsylvania Railroad at Chicago, 
took the bill of lading in the name of B and for- 
118 



Digitized by 



Google 



COMMERCIAL LAW 

warded it to B. Before the goods arrived at New 
York, A learned that B had become insolvent. 
Has title to the goods vested in B? What are A's 
rights ? 

Corporations 

Answer two of the following three questions: 

7. A corporation has an authorized and issued capital 

stock of $100,000. It increases its authorized 
capital stock to $300,000. In what circumstances 
may the board of directors accept subscriptions 
to the new stock for cash at par from the public 
generally? 

8. The by-laws of X business corporation provide that 

the manager shall not have power to contract a 
debt in excess of $1,000 without a vote of the 
board of directors. B, the manager^^ has been for 
several years in active charge of the business of 
the corporation and has bought from time to time 
from the Y company goods used in the business 
of the X corporation for amounts varying be- 
tween $10 and $1,000. He now orders a bill of 
goods amounting to $1,500, and the X corpora- 
tion refuses either to receive or to pay for the 
goods. Is it liable? 

9. (a) What is meant by "cumulative dividends?" 
(b) What is meant by "cumulative voting rights?" 

For what purpose are cumulative voting rights 
usually given? 
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EXAMINATION QUESTIONS— MAY, 1920 

Partnership 

Answer both the following questions: 

10. A and B were co-partners in the business of manu- 

facturing shoes. A sold and conveyed his interest 
in the firm to C. What eflFect has the transfer on 
the partnership? What rights does C, the pur- 
chaser, acquire? 

11. A and B are partners and employ C as a manager 

of their business. They agree to pay him 15 per 
cent, of the profits as a salary. Subsequently X 
sells a bill of goods to the partnership and seeks 
to charge C as a partner. Can he succeed? 

Bankruptcy 

Answer both the following questions: 

12. Explain what is meant by "receiver in bankruptcy" 

and "trustee in bankruptcy," and state how and 
by whom each may be appointed. 

13. A filed a petition in voluntary bankruptcy, includ- 

ing in his schedules the following liabilities: 
$600 on promissory note; $250 personal taxes 
due to the state of New York; $500 on a claim 
for rent; $1,000 for alimony due his wife; $6,000 
on a judgment for personal injuries incurred 
through the negligence of A's agent in operating 
A's automobile; $500 on a claim for damages for 
obtaining certain stock by false representations 
made by A. All the holders of these claims were 
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COMMERCIAL LAW 

duly notified of the bankruptcy proceedings, but 
did not file proofs of claim. Subsequently A re- 
ceived a discharge in bankruptcy. Which, if any, 
of the debts listed were discharged? 

Federal Income Tax 

Answer both the following questions: 

14. To what extent are losses deductible in computing 

net income for federal tax, (a) in the case of a 
resident individual, (b) in the case of a domestic 
corporation? 

15. A, being the owner of 100 shares of the capital 

stock of the X company, which he purchased in 
1914 for $10,000, in 1919 exchanged them for a 
plot of real estate in the city of New York. Is this 
transaction to be considered for income-tax pur- 
poses, and if so what further data would you 
need to determine whether or not it would aflFect 
the income-tax return of the individual in ques- 
tion, and why? 
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Accountiiig Theory and Practice — ^Part I 

MAY 19, 1920, 9 A. M. TO 1 P. M. 

Ansiver questions i, 2, j and any five other 
questions. 

1. The books of a concern recently burned out con- 

tained evidence of purchases, including inventory, 
of $200,000 and sales of $40,800 since the last 
closing. Upon investigation, however, the auditor 
ascertained that a sale of merchandise had been 
made just prior to the fire, and not recorded in 
the books, at an advance of two-fifths (2/5) over 
cost less a 10 per cent, cash discount, on which 
the profit was $31,928.00. The past history of 
the business indicated an average gross profit of 
60 per cent, on cost of goods sold. 

(a) What amount should be claimed as fire loss? 

(b) What rate of g^oss profit do the transactions 
finally yield? 

2. From the balance-sheet of the Lansdale Monotile 

Company dated December 31, 1918, as below, 
together with the information following, show 
the trial balance before closing. 

THE LANDSDALE MONOTILE COMPANY 

Balance-sheet — December 31, 1918 

Assets 

Land and buildings $500,000 

Less reserve for depreciation 120,000 $ 380,000 
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ACCOUNTING THEORY AND PRACTICE 

Machinery and equipment $200,000 

Less reserve for depreciation 80,000 $120,000 

U. S. Victory bonds 100,000 

Merchandise — inventory 125,000 

Cash 68,000 

Accounts receivable 250,000 

Less reserve for doubtful accounts 12,600 237,500 

Notes receivable '. 100,000 

Accrued interest receivable 4,500 

Total $1,125,000 

Liabilities and Capital 

Capital stock $ 300,000 

Notes payable 360,000 

Accounts payable 168,000 

Interest accrued pajrable 3,000 

Surplus 314,000 

Total $1,126,000 

The accruals at the time of closing were : 
Interest on notes payable, $3,000 ; depreciation of 
buildings, $20,000; interest on notes receivable, 
$2,000; depreciation of machinery and equipment, 
$30,000; interest on Victory bonds, $2,500; pro- 
vision for doubtful accounts, $12,500. The other 
nominal accounts closed out were: Sales, $326,- 
000; administrative expense, $50,000; cost of 
goods sold, $125,000 ; selling expense, $25,000. 

3. An abstract of the cash account of the collector and 
treasurer of the borough of Eloka is presented to 
you showing the following figures : 
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EXAMINATION QUESTIONS— MAY, 1920 

Receipts 

On hand beginning of year $ 2,000.00 

(General account $1,500.00, special ac- 
count being from assessments, $500.) 

Taxpayers, on account of taxes 47,000.00 

Assessments for improvements 1,000.00 

Licenses, fees and permits 1,800.00 

Interest 300.00 

Emergency notes (to meet cost of repair- 
ing bridge wrecked by storm) 3,000.00 

Payments 

Accounts payable (previous year) $ 1,300.00 

Salaries 5,300.00 

Police department 19,000.00 

Fire department 12,000.00 

Street lighting 800.00 

Interest on funded debt 2,250.00 

Bonds retired 10,000.00 

Repairs to bridge 2,800.00 

Balance on hand end of year 1,650.00 



$55,100.00 $55,100.00 

A copy of the budget adopted at the beginning of 
the year is as follows : 

Estimated revenue (licenses, fees, etc, $1,500 ; inter- 
est, $200) $1,700.00 

Amount certified to be taxed 48,200.00 



$49,900.00 
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ACCOUNTING THEORY AND PRACTICE 

Appropriations 

Salaries $ 6,000.00 

Police department 19,500.00 

Fire department 12,000.00 

Street lighting 900.00 

Interest on funded debt 2,600.00 

Bonds retired 10,000.00 

$49,900.00 

The taxes assessed were, however, $49,700, instead 
of $48,200, but allowances were made amounting 
to $800, which reduced the amount actually col- 
lectible to $48,900. At the end of the year the 
following unpaid bills were on file : 

Police department $300.00 

Fire department 60.00 

At tiie banning of the year there were uncollected 
taxes from previous years of $2,800, on tiie one 
hand, and unpaid bills $1,300, on the otiier hand, 
which, with tiie cash on hand showed an apparent 
balance on general or current account of $3,000. 
At the same date the funded debt was $60,000, 
and unpaid assessments for improvements were 
$1,400, showing with the cash on hand on surplus 
account a net debt (excluding general account) 
of $48,100. 

Prepare a balance-sheet at the close of the year 

(dividing it into its two main sections of currait 

and capital accounts respectively) and also a 

statement showing the operations for the year. 
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EXAMINATION QUESTIONS— MAY, 1920 

State also what is the net debt of the borough at 
the close of the year. 

4. Explain the distinction between real reserves and 

nominal reserves. Give two examples of each. 

5. In the course of a balance-sheet audit of a large 

corporation, why should the examination of re- 
pairs charged to cost of operations receive special 
consideration in relation to the liability for 
federal taxes? 

6. In the case of a company which publishes an annual 

balance-sheet but no profit and loss account, state 
whether or not you would recommend to your 
client that the profits earned during the year, less 
dividends paid, be shown on the face of the 
balance-sheet. Give your reasons. 

7. Can surplus be created in any way other than 

through profits earned from operations? Explain. 

8. In preparation of consolidated returns under the 

federal income-tax law, on what basis would you 
apportion the tax among the several corporations ? 

Actuarial Questions (Optional) 

9. The maximum sum insured under the soldiers' 

insurance with the government is payable $57.50 
per month for 20 years certain after death or dis- 
ability. How can the equivalent sum payable in 
cash be found? Give the correct formula and 
explain why 12 x 57.50 x Ajo differs from the 
equivalent cash sum. 

Given : A^, at 3j^ == 14.21. 
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ACCOUNTING THEORY AND PRACTICE 

10. The 4% per cent. Victory notes mature at par on 

May 20, 1923. If a purchaser buys at $96.20 on 
May 20, 1920, calculate the approximate yield 
per cent. 

Given: 2^% 8% 
Ae = 5.4624 5.4172 
V.= ^98 .8376 

11. A company is issuing $100,000 of 4 per cent. 20- 

year bonds, which it wishes to pay at maturity by 
means of a sinking fund, in which equal annual 
deposits are to be made. The board of directors 
wishes to assume that this fund will earn 5J4 
per cent, interest for the first five years, 5 per 
cent, for the next five years and 4 per cent, for 
the last ten years. What is the annual deposit 
required ? 



Given : 


5^% 


5% 


4% 


s. 


5.581 


5.526 


5.416 


s. 


12.875 


12.578 


12.006 


(1 + i). 


1.307 


1.276 


1.217 


(l + i)i. 


1.708 


1.629 


1.480 
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Accountiiig Theory and Practice — ^Part 11 

MAY 19, 1920, 2 P. M. TO 6 P. M. 

Answer questions i, 2, 3, and any three other 
questions. 

1. From the following trial balance of the Sampson 
Company, December 31, 1919, after closing, pre- 
pare a statement of financial conditions, such as 
might be presented to bankers : 

Debits Credits 
Prepaid insurance. .$ 1,850 Reserve for custom- 
Plant property 350,000 ers' discounts . . . .$ 13,500 

Notes receivable . . . 16,500 Notes payable 35,000 

Finished goods 47,800 Surplus— capital . . . 240,000 

Patents, trade-marks Profit & toss 243,650 

and goodwill 500,000 Reserve for cr. losses 15,000 

Prepaid interest 525 Accounts payable. . . 62,000 

Goods in process . . . 53,750 Reserve for depr'n 

Cash 52,425 of plant property. 85,000 

Advances to salesmen 750 Salaries and wages 

Materials & supplies 25,500 payable 2,350 

Treasury pref d stock 5,000 Preferred stock* . . . 100,000 

Customers 145,900 Common stockf ... 400,000 

Dividends payable . . 2,000 

Acc'd taxes payable 1,500 



Total debits . . . .$1,200,000 



Total credits ..$1,200,000 



* 1,000 shares, par value $100 each, preferred as to assets and dividends. 
t80,000 shares of no par value, issued at a stated value of at least $5 
share. 
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ACCOUNTING THEORY AND PRACTICE 

2. The ABC university presents a balance-sheet at 
December 31, 1919, drawn up as follows : 

Assets 
General fund: 

Cash— general fund $ 4,395.63 

Unpaid tuitions 2,348.43 

Accrued interest receivable 5,764.08 

Unexpired insurance 1,587.96 

Furniture and equipment 59,853.18 



Total general fund assets $73,949.28 

Endowment funds: 

Bonds and mortgages $336,750.00 

Stocks and bonds 75,312.62 

Real-estate investments 163,149.30 

Real-estate — university property. . 135,641.68 
Cash — endowment funds : 

In banks $10,800.91 

Due from general fund. 14,358.32 25,159.23 



Total endowment fund assets 736,012.83 



Total assets $809,962.11 



Liabilities 

Notes payable $ 10,000.00 

Accounts payable 8,724.59 

Due to endowment funds 14,358.32 



Total liabilities $ 33,082.91 

Endowment funds 736,012.83 

General fund 40,866.37 



$809,962.11 
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EXAMINATION QUESTIONS— MAY, 1920 

You are asked to make an audit of the books, in the 
course of which you discover the following facts : 

(a) The endowment funds are restricted as to the 
use of the income therefrom for general purposes 
of the university. 

(b) The item "real-estate — ^university property" 
represents amount paid in acquiring title to 
property upon which university buildings stand, 
which was originally leased by the university. 
These payments were made from the proceeds of 
sale of endowment fund investntents. On De- 
cember 29, 1919, the property upon which uni- 
versity buildings stand was sold and title passed 
for a cash consideration of $500,000, the cheque 
for which was not deposited until January 5, 
1920. 

(c) Cash shown as due from general fund repre- 
sents endowment fund cash advanced to pay off 
obligations incurred as a result of university 
operations. 

You are asked to criticize the balance-sheet as sub- 
mitted, prepare necessary journal entries to set 
up the sale of real-estate and prepare corrected 
balance-sheet of December 31, 1919. 

. The A. B. C. company agreed to pay its general 
manager a bonus of 10 per cent, of its net profits 
for the year 1919, after deducting federal income 
and profits taxes, the bonus being a deductible 
expense in determining net taxable income. After 
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ACCOUNTING THEORY AND PRACTICE 

the books had been audited it was found that the 
net profits before deducting federal income and 
profits taxes, and before deducting bonus, 
amounted to $470,000, and that the invested 
capital for federal tax purposes for the year 191^ 
was $840,000. Calculate the amount of the bonus 
and federal income and profits taxes, proving 
your answer by showing that the bonus amounts 
to exactly 10 per cent, of the profits after deduct- 
ing federal income and profits taxes. The entire 
bonus comes out of the 40 per cent, bracket. 
Tax information. 
Excess profits taxes exemption. 

$3,000 and 8 per cent, of the invested capital. 
Income-tax exemption. 

$2,000 and amount of excess profits taxes. 
Rates. 
Excess profits taxes. 

20 per cent, of the net profits in excess of the 
exemption and not in excess of 20 per cent, 
of the invested capital. 

40 per cent, of the balance of profits. 
Income tax. 

10 per cent, of profit less exemption. 
Tax before bonus, $173,124. 

4. Define the following and give a list of expenses 
which would properly come under each heading : 

(a) Shop overhead 

(b) General overhead 
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EXAMINATION QUESTIONS— MAY, 1920 

Discuss various methods of distributing such ex- 
penses. 

5. Explain and discuss four methods of providing for 

depreciation. 

6. How would you deal with the following items in 

preparing the annual accounts of a company ? 
Comment briefly on any points which would need 
special consideration. 

(a) Goodwill 

(b) Repairs reserve account 

(c) Unclaimed dividends account 

(d) Bond issue expense account 

(e) Preliminary expense account 

(f) Expenditure during the year on leasehold property. 

7. It being understood that in well-managed industrial 

concerns large expenditures for construction 
should not be made unless they are properly 
authorized, discuss in detail a method for prepar- 
ing requisitions for such work, describing the 
information that should be shown and the form 
which authorization should take. 

8. (a) What is the effect of depreciation upon the 

operating results of a business ? 

(b) Is a charge for this purpose recognized under 
the income-tax regulations ? 

(c) If the authorities disallow any charge which 
has been made upon the books, state specifically 

132 



Digitized by 



Google 



ACCOUNTING THEORY AND PRACTICE 

how the amount disallowed should be treated in 
subsequent income-tax returns. 

9. A merchant going abroad to purchase goods secures 
from his bank, on the strength of his general 
financial standing, a letter of credit for use in his 
contemplated purchases of $500,000. 
How should the issuance of this letter of credit be 
shown in the accounts of the bank? 
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Examinations of November, 1920 



Auditing 

NOVEMBER 16, 1920, 9 A. M. TO 12.30 P. M. 
Answer all the following questions: 

1. You are called upon to audit the accounts of a large 

railroad system. State shortly what its sources 
of income are, what records you would expect to 
find containing the details of them, how they are 
generally summarized in order to bring them on 
the books of the company, and how you would 
satisfy yourself of their accuracy. 

2. In auditing the accounts of a large corporation you 

find an account with Liberty bonds, charged with 
$200,000.00, representing the cpst of bonds sub- 
scribed and paid for by the company. At the date 
of the balance-sheet to which you are to certify, 
the bonds had a market value of $187,600.00. 
What attitude would you take as to their valua- 
tion in the balance-sheet? 

3. What do you understand by the terms 

(a) Contingent assets? 

(b) G)ntingent liabilities? 
Give three illustrations of each. 
Where would you look for items? 

Should they be set up on the books of the company ? 
Should they appear on a certified balance-sheet of 
the company? If so, where and how stated? 
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AUDITING 

4. How may the amount of a merchant's stock on 
hand be estimated from time to time when it is 
not practicable to take a physical inventory more 
than once a year? 

6. State concisely your understanding of the purpose 
of and the difference between the following kinds 
of audits, indicating briefly your conception in the 
absence of special instruction of the extent of 
your responsibility in each case, whose interests 
you would consider yourself obligated to protect, 
and the forms of certificates you would expect 
to furnish, assuming no qualifications were de- 
sired. Except where stated to the contrary, you 
may assume the audits relate to a corporation. 

(a) Continuous or periodical cash audit. 

(b) Annual audit. 

(c) Financial audit or investigation. 

(d) General audit of trustees or executors' accounts 

for probate. 

(e) Audit required under a patent infringement. 

6. What steps should be taken in the most complete 

possible verification of the capital stock account 
of a corporation in an audit for a year, if during 
that year the authorized capital was increased and 
new stock was issued, and certain shares were 
acquired and held by the company (assuming 
that it is legal to do so), and if (a) there is a 
registrar of the stock and (b) there is not? 

7. State definitely the procedure you would follow in 

verifjring the liability of a corporation on account 
of notes payable as shown by its books. 
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EXAMINATION QUESTIONS— NOVEMBER, 1920 

8. You are engaged by bankers to undertake an inves- 

tigation of a business incidental to a proposed 
refinancing. The instructions from the bankers 
are received subsequent to the date of the balance- 
sheet to which you are expected to certify. How 
would you proceed to verify the asset of cash, 
explaining the necessity ^r each stepT " 

9. Draft forms of certificates for inventory and out- 

standing liabilities of a manufacturing business 
with which you are familiar, stating nature of 
the business. 
10. In auditing the books of a corporation you find that 
certain officials, apparently without any authori- 
zation, are indebted heavily to the corporation. 
How would you proceed in such circumstances? 
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Accounting Theory and Practice — ^Part I 

NOVEMBER 16, 1920, 1 P. M. TO 6 P. M. 

Answer questions i and 2 and any three other 
questions. 

THE NATIONAL SHALE BRICK CO., INC. 

Trial Balance— October 31, 1920 

Allowances on sales $ 1,500.00 

Accounts receivable 22,000.00 

Accounts payable $ 19,000.00 

Bonds— 1st mortgage 6% 150,000.00 

Buildings : 

Tunnel kilns 150,000.00 

Periodic kilns 100,000.00 

Gas producer 50,000.00 

Dryer tunnels 10,000.00 

Mill— pans and machines 10,000.00 

Power-house 5,000.00 

Sheds and stables 2,000.00 

Cash in bank 2,000.00 

Capital— 1,000 shares at $100.00 each. 100,000.00 

Coal on hand 1,200.00 

Discounts on sales 4,500.00 

Gas coal used— kiln firing 55,000.00 

Horses and carts 1,000.00 

Inventory— bricks, November 1, 1919. 5,711.75 

Interest on bonds 6,750.00 

Insurance 2,500.00 

Labor: 

Quarry 12,000.00 

Pans and machines 36,000.00 

Dryer 8,000.00 

Setting 27,000.00 
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EXAMINATION QUESTIONS— NOVEMBER, 1920 

Trial Balance— October 31, 1920 (Continued) 

Kilnfiring $ e5.000.00 

Unloading, etc 30,000.00 

Power 7,000.00 

Materials and supplies used : 

Pans and machines 15,000.00 

Quarry 3,000.00 

Dryers 1,500.00 

Setting 750.00 

Kiln firing 3,000.00 

Unloading kilns, etc 4,000.00 

Power 5,000.00 

Machinery and equipment: 

Pans and machines 50,000.00 

Power-house 15,000.00 

Quarry 10,000.00 

Materials and supplies on hand 1,800.00 

Office supplies and expenses 2,500.00 

Prepaid taxes 600.00 

Payroll $ 3,500.00 

Quarry rentals paid in advance 7,500.00 

Sales-brick 415,000.00 

Sales— coke— net 7,000.00 

Sales— broken and spoiled brick — net . 2,000.00 

Salaries— officers' 10,000.00 

Salaries— office 4,000.00 

Steam coal used: 

Drying 5,000.00 

Power 6,000.00 

Quarry 2,000.00 

Superintendance 10,000.00 

Taxes 3,000.00 

Reserve for depreciation 25,000.00 

Unexpired insurance 750.00 

Surplus 53,061.75 

$774,561.75 $774,561.75 
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The foregoing is the trial balance of the National 
Shale Brick Co., Inc., manufacturers of shale 
bricks. The operations consist of (1) blasting, 
digging and conveying the shale to the machines, 
called quarrying, (2) grinding, mixing and 
moulding the wet bricks, called pans and ma- 
chines, (3) drying, (4) building the bricks in the 
kiln and preparing the kiln for firing, called 
setting, (5) burning or kiln firing, (6) opening 
the kiln and unloading and stocking the burnt 
bricks, called unloading. 
The kilns are equipped with gas burners, the gas 
being produced on the premises. Some coke is 
- obtained from the gas producer which is sold. 
The production reports for the year ended October 
31, 1920, are 

Wet bricks produced 18,000,000 

Good and carried to dryers 17,600,000 

Spoiled in drying 850,000 

Spoiled in burning 830,000 

Set in kilns 16,000,000 

Bricks sold during the year were 14,500,000. 
The inventories of bricks on hand November 1, 
1919, were as follows : 

Burned bricks in yard 55,000 @ $16.25 $ 893.75 

Burned bricks in kilns 200,000 @ 14.75 2,950.00 

Bricks burning in kilns 100,000 @ 10.20 1,020.00 

Green bricks in kilns 80,000® 7.10 568.00 

Green bricks in dryers 50.000 @ 5.60 280.00 

$5,711.75 
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EXAMINATION QUESTIONS— NOVEMBER, 1920 

The candidate is required to calculate the number 
of bricks on hand October 31st, but is advised 
that, of the total, 100,000 are in the kiln com- 
pletely burned, 250,000 are in process of burning, 
100,000 green bricks are in the kiln. Bricks in 
process of burning and drying are taken as aver- 
aging half the process. Shale and wet bricks 
from the machine are used as produced and no 
inventory is taken into account. 
The inventories are priced at cost. In the case of 
burnt bricks work overhead is included ; in other 
cases it is excluded. 
The shale bed is rented, rental being payable at the 
end of each year on the tonnage used. This is 
calculated at the rate of 3}^ tons per thousand 
wet brick and the rate is 10 cents per ton. The 
agreement provides for a minimum rental of 
$4,000.00 per annum. In case the quantity of 
shale used is not sufficient to make the $4,000.00 
the company is allowed to retain the difference 
out of subsequent years in which the quantity 
used may amount to more than $4,000.00. 
Depreciation. 

Tunnel kilns 75^% per annum 

Periodic kilns 10% 

Gas producer 10% 

Dryer tunnels ^H% 

Machinery equipment 10% 

Other buildings 5% 

Sheds and stables 20% 

Power is divided 10 per cent, to kiln firing, 90 per 
cent, to pans and machines. 
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Prepare statements showing cost of manufacture, 
cost per thousand bricks for each operation, profit 
and loss account and balance-sheet. 

2. (a) The X Y Z company established for ten years 
has a machinery and equipment account which 
has been increased from year to year as new 
equipment purchases have been made. It ap- 
pears also that certain renewals and repairs have 
been charged to this account. Each year a credit 
has been made to the account for depreciation, 
offset by corresponding debit to profit and loss 
account, the ratio of depreciation being adequate. 
The company now disposes of a part of its plant 
at a price equal to what was paid for it seven 
years previously and credits the entire amount to 
machinery and equipment account. What adjust- 
ments, if any, are needed to correct the account ? 

(b) The company also has several delivery trucks 
charged to truck account at cost, against which 
it has set up depreciation at end of each year by 
credit to a separate reserve for depreciation of 
trucks, debiting the amount to profit and loss 
account. A truck was purchased January 1, 1918, 
for $4,000.00. Depreciation has been provided 
at 20 per cent, per annum. On December 31, 
1919, it is wrecked by collision. $1,000.00 is 
obtained from the insurance company and $250.00 
obtained from salvage. What entries are needed 
to adjust the ledger accounts? 
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EXAMINATION QUESTIONS— NOVEMBER, 1920 

3. In a certain department of a large dry-goods house 

the purchases for a year were $30,000.00. They 
were in the first place marked up for "selling" 
purposes to $46,000.00. Later additional mark- 
ups amounting to $2,000.00 were made and mark- 
downs were also recorded aggregating $6,000.00. 
At the end of the fiscal period there were found 
to be on hand goods of the marked selling value 
of $10,000.00. State how you would arrive at 
their inventory value for the purpose of closing 
the books and calculate the amount. Explain 
fully. 

4. Mr. Richard Roe, a married man, requests you to 

prepare his federal income-tax return for the ten 
months ended December 31, 1919, from the fol- 
lowing information which he has submitted to 
you: 

•^ INCOME RECEIVED DURING THE YEAR 

Salary $ 5,000.00 

Director's fees 105.00 

Rent of property (net) 7,596.54 

Interest on investments 1,648.32 

Dividends on bank stock 2,500.00 

Dividends on stock held in industrial companies 11,500.00 

Dividends on stock of a corporation organized and 

doing business in a province of Canada 1,500.00 

He has paid out: 

Interest on his personal indebtedness $ 2,500.00 

Taxes on income-producing real property 1,600.00 

Taxes on real property not producing income 400.00 

Personal household expenses 2,500.00 

He also reports: 
Loss of a dwelling house, from which he had received 

rents, by fire, no insurance being carried $ 1,200.00 
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' ACCOUNTING THEORY AND PRACTICE 

Judgment rendered against him in his suit to collect 
on the past due note of Harry Hanson — 

Principal $ 2,000.00 

Interest 320.00 

Legal expenses 150.00 

$2,470.00 
State the resultant tax. The rates for individual 
taxes for 1919 were. 

First $4,000.00—4%, thereafter 8% 
Surtax 
$5,000.00 to $6,000.00— 1% 
6,000.00 " 8,000.00— 2% 
8,000.00 " 10,000.00— 3% 
10,000.00 '' 12,000.00— 4% 
12,000.00 " 14,000.00— 5% 
14,000.00 " 16,000.00— 6% 
16,000.00 " 18,000.00- 7% 
18,000.00 " 20,000.00— 8% 
20,000.00 " 22,000.00— 9% 
22,000.00 " 24,000.00—10% 
24,000.00 " 26,000.00-11% 
26,000.00 " 28,000.00—12% 
28,000.00 " 30,000.00-13% 
A married man is entitled to an exemption of 
$2,000.00. 

5. The balance-sheet of the Rozinante Company at 
June 30, 1920, was as follows : 

Assets Liabilities 

Plant and equipment. . .$15,000 Capital stock $25,000 

Merchandise 3,000 Accounts payable 2,000 

Cash 1,000 

Deficit 8,000 

$27,000 $27,000 
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A and B buy the entire stock, new certificates being 
made out to them in equal proportions. The price 
agreed upon is $20,000.00, of which $16,000.00 
is paid in cash, the balance being represented by 
a joint and several note for $6,000.00 signed by 
A and B. In addition, the former stockholders, 
X and Y, as part of a contract, are allowed to 
withdraw the $1,000.00 cash shown in the above 
balance-sheet. 

Without consulting an accountant, A and B open 
a new set of books, but are uncertain how much 
to credit capital stock. They therefore ask the 
former stockholders what their $26,000.00 credit 
to capital stock represents, and are informed that 
"it was the amount we paid for the stock of the 
corporation when it was organized." Acting on 
this information they credit capital stock with the 
price they agreed to pay for it, opening new 
books by the following journal entry : 

Plant and equipment $15,000.00 

Merchandise 3,000.00 

Goodwill 9,000.00 

Capital stock $20,000.00 

Accounts payable 2,000.00 

Notes payable to X and Y 5,000.00 

As the corporation is in need of funds an attempt 
is made to borrow $1,600.00. The bank will not 
accept the corporation's note but offers to lend 
$760.00 to A and the same amount to B on their 
personal notes. The notes are issued and the 
cash deposited in bank to the credit of the cor- 
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poration. A and B agree that this $1,600.00 shall 
be considered "an additional investment" and an 
entry is made debiting cash and crediting capital 
stock, $1,500.00. 

When the notes mature a cheque for $1,500.00 is 
drawn on the corporation's bank account, but the 
bookkeeper does not know what amount to 
charge and asks for your advice. Upon investi- 
gation you find the facts as set forth above. 

Comment on the propriety of the transactions and 
the entries and state what entries you would 
advise the bookkeeper to make. 

The following letter is received by a practising ac- 
countant from a man not previously known to the 
former : 

'*! am contemplating the purchase of a business, the 
proposal of the present owner being that I pay 
him a flat price of $500,000.00. He states that 
the plant and real estate are worth $200,000.00, 
the inventories and accounts receivable $250,- 
000.00 and the cash $30,000.00. The liabilities 
of the business which would be assumed by the 
purchaser amount to $120,000.00. The profits 
are said to be good and stable. 

"The nature of the business appeals to me and I 
am much interested in the proposition, but I have 
never had any experience in such matters and 
cannot make up my mind. I do not know how to 
determine what the business is worth or what 
dangers are involved in taking over a business in 
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this way. My lawyer has stiggested to me that 
public accountants are generally employed in such 
circumstances. Not having engaged any in the 
past I do not know in just what way their ser- 
vices would be useful to me in making up my 
mind or in taking delivery if I should accept the 
proposition. 

"Will you kindly advise me in the matter?" 

Write an answer to the above letter. 
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Commercial Law 

NOVEMBER 17, 1920, 9 A. M. TO 12.30 P. M. 
Give reasons for all answers. 

Negotiable Instruments 

Answer three of the following four questions: 

1. Is the following a negotiable instrument? 

Boston, Mass., July 1, 1920. One year after date, for value 
received, the Y. Z. corporation promises to pay to the 
order of Adam Brown three thousand dollars with in- 
terest at the office of the Y. Z. corporation, Boston, Mass., 
or at the option of the holder thereof upon the surrender 
of this note, to issue to the holder hereof in lieu thereof 
thirty shares of the preferred stock of said Y. Z. cor- 
poration and to pay to the holder hereof in cash the 
interest then due upon said sum. The Y. Z. Corporation, 
by Y. Z., President. 

2. What is the effect of indorsement of a negotiable 

instrument 

(a) by an infant? 

(b) without consideration, by a corporation? 

3. A sold his automobile to B, warranting it to be a 

1918 model in good mechanical condition. B gave 
A his note in payment of the purchase price, of 
which note C became the holder in due course. 
B, after a few days, found that the automobile 
was a 1917 model and in such defective condition 
that its actual value was but a small proportion of 
the purchase price paid by him, of all of which X 
had knowledge. X subsequently purchased the 
note from C. Could he enforce the note against B ? 
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4. How may a "qualified endorsement" be made and 

what is the effect of such an endorsement? 

Contracts 

Answer both the following questions: 

5. A entered into the following agreement with the 

R. S. Cement company : 
"Memorandum of agreement made this 6th day of July 
1905, between A, first party, and R. S. Cement company, 
second party, to wit., first party agrees to give the *R. S/ 
brand cement the preference in his sales of cement for 
the year 1905, and in consideration thereof, second party 
agrees to sell said brand of cement to the first party 
during the year 1905 at the price of 95 cents a bbl. 
f . 0. b. Haverstraw, New York." 

A ordered several shipments of cement which were 
duly delivered and paid for. Subsequently the 
market price for cement rose and the cement 
company notified A that it would furnish no more 
cement under the agreement. A then purchased 
his cement elsewhere during the remainder of the 
year at higher market prices, and he sought to 
recover from the cement company as damages the 
difference between the cost of the cement pur- 
chased by him at the prevailing market price and 
what the cement would have cost at the price 
provided in the agreement. Could he recover? 

6. Define 

(1) a joint contract. 

(2) a joint and several contract, and point out the 
rights of the respective parties under each. 
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COMMERCIAL LAW 

Corporations 

Answer both the following questions: 

7. In what circumstances are directors of a corpora- 

tion authorized to declare dividends, and what are 
the liabilities of directors for declaring an unau- 
thorized dividend? 

8. The X corporation owns certain personal property 

of which B has wrongfully taken possession. A 
owns all of the stock of the X corporation and 
brings in his own name an action to recover the 
property from B. Is A entitled to recover? 

Partnership 

Answer one of the following two questions: 

9. A, B and C form a partnership, each by mutual 

agreement contributing equally to the original 
capital. Later C furnished various further sums 
to the partnership to prevent financial difficulties, 
the partnership finally being obliged to make an 
assignment for the benefit of its creditors. What 
are C's rights with regard to the additional sums 
furnished by him ? 
10. C is admitted as a partner in a partnership com- 
posed of A and B on contributing a certain 
amount to the partnership capital. Prior to C's 
admission, the partnership of A and B incurred 
a large obligation which subsequent to C's admis- 
sion as a partner the partnership assets were in- 
sufficient to satisfy. A and B having no financial 
responsibility, X seeks to satisfy his claim out of 
the individual assets of C. Can he succeed ? 
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EXAMINATION QUESTIONS— NOVEMBER, 1920 

Bankruptcy 

Answer the following question: 

11. On examining the books of the Y corporation you 

find a judgment in favor of the corporation 
against A for $1,000.00 recovered on December 
10, 1919. You also find that on July 16, 1920, 
A filed a voluntary petition in bankruptcy show- 
ing assets (both real and personal property) 
amounting to several thousand dollars, and lia- 
bilities consisting, in addition to the judgment, of 
amounts due on various promissory notes and 
open accounts. How would you treat the judg- 
ment in preparing a financial statement for the 
the corporation? 

Federal Income Tax 

Answer the following question: 

12. In 1909 A and B formed a corporation for the 

purpose of conducting the business then carried 
on by them under a partnership, each taking 
equally shares of the capital stock. B died on 
June 1, 1917, bequeathing his shares of stock to 
his son Z by will. Bea^use of B's death the cor- 
poration ceased active business and began to 
liquidate. From time to time assets were dis- 
posed of and dividends were declared and paid 
from the moneys received. What is the status 
of such dividends for federal income-tax pur- 
poses 

(1) as regards A? 

(2) as regards Z? 
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Accounting Theory and Practice — ^Part 11 

NOVEMBER 17, 1920, 1 P. M. TO 6 P. M. 

Answer questions i, 2 and j and any three 
other questions. 

l. You are requested by the president of a corpora- 
tion to assist in the preparation of the federal 
income and excess-profits-tax return of his com- 
pany for the calendar year 1919, and for the 
purpose thereof the following data is submitted 
to you : 
THE NOVEMBER CORPORATION 

CONDENSED TRIAL BALANCE (AFTER CLOSING) 

For the Year From January 1, 1919, to December 31, 1919 



Particulars 


January i 


December 31 




Dr. 


Cr. 


Dr. 


Cr. 


Properties 


$2,600,000 




$3,500,000 




Depreciation r e - 










serve 




$500,000 




$700,000 


Goodwill acquired 








for stock 


1,500,000 




1,500,000 




Investments in stock 










of other corpora- 










tions at cost- 










Domestic corps. 










(26% interest) 


260,000 




250,000 




Foreign corps. 










(20% interest) 


100,000 




100,000 




Inventories 


3,000,000 




5,000,000 




Inventory reserves 




500,000 




1,000,000 


Receivables 


2,500,000 




3,000,000 




Bad debt reserves. 




100,000 




260,000 


Cash 


1,400,000 




2,000,000 




Bond discount 


90,000 




80,000 
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Particulars 


January i 


December $1 




Dr. 


Cr. 


Dr. 


Cr. 


G)mmission paid on 










issue of common 










stock 


$60,000 




$60,000 
40,000 




Prepaid expenses. . 


50,000 






Preferred stock .. 




$1,600,000 




$1,126,000 


Common stock . . . 




2,600,000 




4,500,000 


Bonds 




1,000,000 




1,000,000 
1,105,000 


Current liabilities. 




1,600,000 




Provision for fed- 










eral income and 










profits taxes .... 




700,000 




2,000,000 


Contingent reserve 




250,000 




250,000 


Preferred stock re- 










demption fund . . 




150,000 




525,000 


Earned surplus .. 




2,150,000 




2,575,000 


Capital surplus re- 










sulting from ap- 










praisal of prop- 










erties 




500,000 




500,000 







$11,450,000 $11,450,000 $15,530,000 $15,530,000 

STATEMENT OF PROFITS AND INCOME 

For the Year Ended December 31, 1919 

Sales $25,000,000.00 

Less cost of sales 15,000,000.00 



Gross profit $10,000,000.00 

Deduct selling, general and administration expenses : 

Selling expenses $3,500,000.00 

Advertising 500,000.00 

Collection expenses 200,000.00 

Contingent losses on bad and doubtful accounts 200,000.00 

General office salaries 100,000.00 

Profit-sharing bonus of executives 260,000.00 
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ACCOUNTING THEORY AND PRACTICE 

Taxes : 

Real and personal property taxes 50,000.00 

Capital-stock tax 6,000.00 

Special assessments 10,000.00 

Life insurance policy premiums 5,000.00 

Charitable contributions : 

Public subscriptions 25,000.00 

Employees' welfare 30,000.00 

Total expenses $4,875,000.00 

Net profits from operations $5,125,000.00 

Add other income : 
Dividends received from domestic 

corporations $100,000.00 

Dividends on foreign investments 50,000.00 

Interest received 10,000.00 160,000.00 

$5,285,000.00 
Deduct : 

Interest paid $250,000.00 

Proportion of bond discounts writ- 
ten off 10,000.00 260,000.00 

Net profits and income $5,025,000.00 

Deduct : 
Expenses in connection with 

issue of capital stock $50,000.00 

Provision for federal income 

taxes (preliminary estimate) . 2,000,000.00 
Special reserve against invent'y 500,000.00 2,550,000.00 

Surplus net profits $2,475,000.00 

SURPLUS ACCOUNT 

For the Year Ended December 31, 1919 

Balance at the beginning of year $2,650,000.00 

Net profits for year 2,475,000.00 

$5,125,000.00 
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Less: 
Excess of 1918 federal taxes actu- 
ally paid over amount provided 

at December 31, 1918 $100,000.00 

Cash dividends paid on preferred stock : 

January 31, 1919. $20,000.00 

April 30, 1919 20,000.00 

July 31, 1919 20,000.00 

October 31, 1919 16,000.00 75,000.00 

Dividends paid on common stock : 
In cash : 
February 28, 1919... .$250,000.00 

August 31, 1919 250,000.00 500,000.00 

In stock: 

August 31, 1919 1,000,000.00 

Preferred stock redemp- 
tion fund 375,000.00 2,050,000.00 

$3,075,000.00 
You are also informed that the company was or- 
ganized on January 1, 1910, with an authorized 
and issued capital of $4,150,000.00, divided as to 

Preferred stock $1,650,000.00 

Common stock 2,500,000.00 

You are further informed that of this capital 
$1,000,000.00 common stock was sold to an 
underwriting syndicate for cash at par, less 6 
per cent, commission, and that the remainder of 
the stock was issued to the vendor company in 
acquisition of the business, property, goodwill 
and other assets taken over. The capital stock 
outstanding has been unchanged from the date of 
organization to January 1, 1919, except as to the 
redemption of the preferred stock indicated, 
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which took place March 31, 1917. The book 
values of the fixed properties are based on an 
appraisal made by an appraisal company as at 
March 1, 1913. In addition to the common stock 
dividend paid during the year, the company issued 
a further $1,000,000.00 common stock, which was 
sold for cash at par as follows : 

August 31 $500,000.00 

October 31 500,000.00 

On October 31, 1919, it also redeemed for cash and 

retired preferred stock at par to the amount of 

$376,000.00. 
You may assume the company was not engaged 

on any government contracts throughout the year 

1919. 
Prepare draft statements showing 

(1) The amount of the company's "invested 
capital" for the year, which the treasury au- 
thorities will recognize for the purpose of 
computation of taxes. 

(2) The taxable net income for the year. 

(3) The amount of income and excess-profits 
taxes assessable for the year. 

Excess-profits exemption for 1919 were 8% of invested 

capital plus $3,000. 
Excess-profits rates for 1919 were : 

First bracket 20% 

Second " 40% 

Income following in first bracket is that portion thereof 
not exceeding 20% of invested capital. Income-tax 
rate for 1919 was 10% with exemption of $2,000. 
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2, A company was incorporated as of January 1, 1920, 
to take over certain mines. The properties had 
been operated for some time by a receiver, the 
bondholders having bid in the properties at a 
foreclosure sale through a committee which 
turned over the properties to the new company. 

The plan of reorganization provided for the issu- 
ance to the bondholders of the old company of 
$1,000,000.00 preferred stock and 10,000 shares 
of common stock of no par value of the new com- 
pany, being its entire capitalization. An arrange- 
ment was made whereby the stockholders re- 
ceiving such securities returned to the treasury 
of the new company as a donation 2,600 shares 
of the common stock with the understanding that 
such shares should be issued to the president for 
services to be rendered during the next five years, 
delivery of such stock to be made to him 1/6 at 
the end of each year. 

The properties and assets acquired by the new com- 
pany were as follows : 

Mines and fixed properties $1,800,000.00 

Current assets 300,000.00 

$2,100,000.00 
Less current liabilities 200,000.00 

Net assets $1,900,000.00 

(1) Prepare an opening entry to record the acqui- 
sition of the properties and capitalization. 
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(2) How would you treat the 2,500 shares donated 
by the stockholders? 

(3) How would the accounts of the next five years 
be affected by delivery to the manager of 1/6 of 
such donated stock at the close of each year? 

3. The officers of the A company find that they are 
unable to meet current obligations and a receiver 
is appointed on April 28, 1919. The receiver 
calls for an inventory and a statement as at date 
of appointment, which is given as follows : 



STATEMENT A. COMPANY — APRIL 28, 1919 



Assets 
Machinery and equip- 
ment $507,300 

Consigned merchand'e 220,000 
Merchandise at mill.. 115,000 

Cash 800 

Accounts receivable.. , 1,400 
Unexpired insurance.. 800 
Employees* Liberty 
bonds 4,700 



Liabilities 

Reserve for dep'n 

J. Smith & Co 

Bank loans 

Acceptances 

Bank overdraft 

City taxes accrued . . . 

Collateral notes pay- 
able 

Mortgage on mach'y.- 

Accrued interest on 
mortgage (to date) . 

Lease — machinery . . . 

Accrued interest on 
lease agreement. . . . 

Accounts pa)rable .... 

Capital stock— com. . . 

Capital stock— prefd. 

Surplus 



$7,800 

250,000 

105,000 

15,000 

1,000 

4,000 

4,700 
100,000 

3,000 
80,000 

10,000 
110,000 
100,000 
100,000 

10,000 



$850,000 



$850,000 
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On November 20th the receiver having disposed of 
all assets for cash (except consigned merchan- 
dise, and $400.00 accounts receivable which were 
considered doubtful) calls upon you to prepare 
an interim statement for the information of the 
stockholders and creditors. 

He leaves the form to your judgment but suggests 
that it be as concise as possible and that you 
show his valuations as well as book value, at date 
of receivership. He also wants a summary of his 
transactions, not necessarily to include profit or 
loss showing, and finally wants the statement to 
show conditions as they are at date you arc 
called in. 

You find that the collateral notes payable were for 
accommodation of employees and were secured by 
deposit of bonds, also the property of employees, 
as per statement. The bonds have now been de- 
livered to the employees and the notes paid by 
them. 

The court has authorized payments of the city taxes 
and accrued interest of $400.00, which latter 
amount had been omitted from the statement but 
included by receiver in his valuation statement. 
Federal taxes were also found to be due and 
were also paid (amount $1,000.00). 

The lease covered machinery worth $30,000.00, but 
the firm that furnished this machinery has ac- 
cepted a release of the A company's equity in this 
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machinery as full payment of notes under lease 
agreement and the accrued interest. 

The receiver finds that J. Smith & Go's account 
represents advances on the entire consigned mer- 
chandise and that this merchandise has been 
pledged to secure this claim in part (to the extent 
of value of the merchandise). Receiver accepts 
book value for purpose of his records. 

After removal of the leased machinery the remain- 
ing machines and equipment were sold for $200,- 
000.00 and the mortgage (and accrued interest 
to date of payment $5,000.00) were paid in full. 
(Receiver's original value placed upon all ma- 
chinery was $200,000.00.) 

The merchandise at the mill was valued by the 
receiver at $75,000.00, but after six months' 
operation the amount on hand was sold without 
inventory for $25,000.00. 

The accounts receivable were valued by the receiver 
at $1,000.00 and the amount was in fact realized 
in cash, the balance appearing doubtful. 

Unexpired insurance is accepted by receiver at book 
value. November 10th a rebate of $100.00 was 
received and all policies were canceled. 

Upon comparing the statement with the books you 
find accounts payable understated $10,000.00 in 
the statement given receiver because of an error 
on the part of a bookkeeper when closing books 
at April 28th. 
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Claims were duly filed for entire amount owing 
(except $10,000.00 accounts payable). An ac- 
count in purchase ledger was disallowed and is 
in dispute (amount, $5,000.00). 

The receiver sold merchandise to the amount of 
$75,000.00, all of which had been paid for. Other 
receipts were rent for portion of building — sublet 
—$1,000.00; unclaimed wages, $500.00; interest 
on bank account to November 20, 1919, $200.00 ; 
cash surrender value of insurance policy on life 
of treasurer, $1,000.00. 

Other payments were: receiver's accounts payable, 
$50,000.00; taxes, $3,000.00 (assessed since re- 
ceivership); rent, $2,000.00; legal expenses, 
$5,000.00. No fee has been allowed receiver or 
will be considered in your statement. 

An analysis of the ledger determines the fact that 
only the following bills and expense vouchers 
had been carried through the invoice register 
since receivership, and all had been paid promptly, 
viz., labor, $20,000.00; materials, $20,000.00; 
shop expense, $3,000.00; heat and power, 
$2,000.00; freight, $1,000.00; general expense, 
$4,000.00. 

:. Indicate by appropriate journal entries, the various 
debits and credits you would make in setting up 
the folloW|j;{g reserves for a balance-sheet, ex- 
plaining briefly how you would determine the 
proper amount of each reserve. 
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(a) Reserve for bad and doubtful debts. 

(b) Reserve for trade discounts. 

(c) Reserve for cash discounts. 

(d) Reserve for state, county and city taxes 
accrued. 

It is now becoming quite common practice for cor- 
porations to insure the lives of their principal 
officers, so that upon their deaths the corporations 
may be, in a measure, reimbursed for the loss to 
the business. You are asked to indicate what sort 
of entries would be made by a company, from 
time to time, if it paid the insurance premiums on 
a policy of insurance for $50,000.00 carried on 
the life of its president under the four classes of 
insurance policies indicated below. 

10-year renewable term policy. 

20-payment life policy. 

Straight life policy. 

20-year endowment policy. 
Also indicate what entries should be made in the 
books for the receipt of the $50,000.00 principal 
of the different classes of policies, supposing the 
president of the company died during the fifth 
year of the insured term. 

. In examining the accounts of a corporation en- 
gaged in the manufacture of a variety of articles 
in respect of which a specification cost system is 
maintained as an integral part of the book- 
keeping (which, so far as inventories and cost 
are concerned, forms the basis of the monthly 
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financial accounts comprising balance-sheet and 
profit-and-loss account), you find a large discrep- 
ancy between the total value of the physical in- 
ventory of manufactured stock and work in 
progress, as priced at specification costs, and 
the corresponding general ledger account, the 
physical inventory value being substantially less 
than the relative book values. What investiga- 
tion would you expect to make to ascertain the 
cause of the discrepancy? What factors would 
you expect to find contributing to it, and how 
would you dispose of the discrepancy, and upon 
what theory would you recommend that adjust- 
ment be made? 

Actuarial Question (Optional) 

7. What could a purchaser who wished to realize 3 
per cent, on his invesunent give for a bond for 
$10,000.00 which had four years to run at 5 per 
cent, interest payable yearly, and thereafter was 
repayable with a bonus of 10 per cent. 
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Examinations of May, 1921 

Auditing 

MAY 18, 1921, 9 A. M. TO 12.30 P. M. 

Answer all the following questions: 

You are engaged to make a balance-sheet audit of 
the A. B. Co., a corporation trading in certain 
patented machines, of which it owns the patents, 
and in certain accessorymaterials necessaryto their 
operation. The company owns no plant but buys 
its stock-in-trade from the actual manufacturers. 
The bulk of its business consists of outright 
sales, but it also leases some of its machines at 
a nominal rental under contracts which bind the 
lessees to buy from itself all the accessory ma- 
terials. It owns four patents, which are 20, 19, 
18 and 5 years old, respectively. For the first 
three patents it gave practically all of its capital 
stock and some cash ; the remaining patent covers 
valuable improvements on the original machines 
invented by one of the officers and is assigned to 
the company without compensation, but the com- 
pany has charged the expenditures, including part 
of officers' salaries, on these improvements to the 
property account. No amortization of the patents 
has ever been charged off. 

On your arrival at the company's office on January 
16, 1921, the following balance-sheet of Decem- 
ber 31, 1920, is handed to you: 
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EXAMINATION QUESTIONS— MAY, 1921 

BALANCE-SHEET— DEC. 31, 1920 
Assets 

(a) Cash : in banks $ 

" petty cash fund $ $ 



(b) Notes receivable: trade, officers' and other, 

mingled in one account without distinction. . $. . 

(c) Accounts receivable : trade, officers' and other, 

not classified, and no provision for bad debts $. . 

(d) Investments: stocks, treasury stock and Lib- 

erty and other bonds, at cost, which is 

higher than present market value $. . 

(e) Inventories: from perpetual inventory book, 

no actual inventory ever having been taken $. . 

(f) Contract machines: machines leased under 

contract, the cost values thereof being about 
25% of the total amount charged to this 
account, the difference being said to be the 
cost of building up this particular part of 
the business in past years $. . 

(g) Property account, includes cost of patents, ex- 

penditures for improvements thereon, pat- 
terns, designs, office furniture and fixtures, 
etc., not classified in any way $. . 



(j) Capital stock : authorized and outstanding $. . . 

Surplus $. . . 



Net worth 
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Totil assets $. . . . 

LlABIUTIES 

(h) Notes payable : trade and banks, not classified. $ 

(i) Accounts payable : trade $ 

Total liabilities $. ... 
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AUDITING 

State how you would proceed to verify each item 
of the foregoing balance-sheet, in view of the 
facts submitted, and also what steps, if any, you 
would require the company to take before you 
would sign an unqualified certificate. 

(Number each answer to correspond with the item 
number on the balance-sheet.) 

2. You are called upon to audit the accounts of De- 
cember 31, 1920, of a company incorporated in 
the state of New York, which owns all the capital 
stock of two other companies, one incorporated in 
Great Britain and the other in Russia. 

No reports have been received from the Russian 
company since December 31, 1917. All the inter- 
company transactions have been recorded on the 
books at the pre-war rates of exchange. 

Before giving an unqualified certificate to the con- 
solidated balance-sheet of these companies at 
December 31, 1920, on what basis would you 
require the accounts to be stated in regard to 
fluctuations in exchange and possible loss on 
Russian assets, assuming that the balance-sheet 
of each company revealed the following assets 
and liabilities? 

Goodwill Capital stock. 

Plant and equipment Accounts and notes 
Inventories pajrable. 

Accounts receivable Surplus 
Cash 
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EXAMINATION QUESTIONS— MAY, 1921 

3. In auditing the accounts of a stock broker, what 

would be the first matters to which an auditor 
should direct his attention? Give reasons for 
your answer. 

4. In auditing the December 31, 1920, balance-sheet 

of a textile mill, you find that there are large 
contractual obligations for the purchase and 
future delivery of raw cotton at prices consid- 
erably above the market price at that date. 
Draft a letter to the client outlining your reason for 
wishing to qualify your certificate, if no allusion 
is to be made in the balance-sheet to the fore- 
going fact, and suggesting alternative methods 
of statement which would meet with your ap- 
proval and enable you to append a clear cer- 
tificate. 

5. When conducting an audit of the accounts of a 

corporation, you find that no allowance has been 
made for depreciation on buildings, machinery 
and plant, and on inquiry you are met with the 
statement that the appreciation on real estate 
offsets any depreciation that may have taken place 
in the physical plant. 
Prepare a memorandum for submission to the 
board of directors, setting forth your views on 
the subject. 

6. A firm having several branches maintains in its 

ledger an account with each branch, and charges 
to such account all goods sold to the agent for 
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AUDITING 

stock, accounts receivable arising from sales by 
the branch within its territory and cash collected 
by the branch. At the end of the year the balance 
of each branch is treated as an ordinary account 
receivable and is included in the general debts 
due the firm. In certifying the accuracy of the 
firm's balance-sheet, would you pass such ac- 
counts receivable? If not, state what objections 
there are to this method and how you would deal 
with the accounts. 
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Accountiiig Theory and Practice — ^Part I 

MAY 18, 1921, 1 P. M. TO 6 P. M. 

Answer questions i and 2 and any three other 
questions. 

1. Following are the trial balances of Company A and 

its subsidiaries at December 31, 1920 : 

Debits 

Co. A Co. B Co. C 

Cash $75,000 $50,000 $60,000 

Accounts receivable 350,000 190,000 420,000 

Notes receivable 200,000 60,000 40,000 

Inventory, raw material, Janu- 
ary 1, 1920 150,000 105,000 160,000 

Purchases, raw materials 650,000 400,000 510,000 

Labor 450,000 320,000 370,000 

Manufacturing expenses 190,000 190,000 205,000 

Selling expenses 85,000 40,000 75,000 

Administrative expenses 45,000 25,000 35,000 

Inventory, goods in process, 

January 1, 1920 80,000 70,000 75,000 

Inventory, finished goods, Jan- 
uary 1, 1920 90,000 65,000 80,000 

Plant and equipment 900,000 400,000 750,000 

Investment in stock of Com'y B 875,000 

Investment in stock of Com'y C 1,200,000 

$5,340,000 $1,915,000 $2,780,000 
Credits 

Capital stock $3,000,000 $500,000 $800,000 

Notes payable 110,000 80,000 60,000 

Accounts payable 100,000 65,000 250,000 

Bonds payable 500,000 

Premium on bonds 5,000 
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Credits (Continued) 

Reserve for depreciation $100,000 $60,000 $112,500 

Sales 1,400,000 1,050,000 1,250,000 

Surplus 125,000 160,000 307,500 

$5,340,000 $1,915,000 $2,780,000 
The inventories at December 31, 1920, were : 

Co. A Co.B Co.C 

Raw material $280,000 $175,000 $210,000 

Goods in process 95,000 80,000 85,000 

Finished goods 135,000 145,000 105,000 

Company A purchased the entire stock issues of 
Companies B and C at January 1, 1920, at the 
prices shown in the trial balance. During the year 
each of the three companies declared and paid a 
5 per cent, dividend. Company A took up its divi- 
dends from Companies B and C by credits to 
surplus. The various entries for the dividends 
were the only entries affecting the surplus ac- 
counts during the year. 

At December 31, 1919, Company A's inventory of 
raw material included goods purchased from 
Company B at a price of $60,000, the cost thereof 
to Company B being $40,000. 

At the same date Company B's inventory of raw 
material included goods purchased from Com- 
pany C fox $75,000 on which Company C made 
a profit of $25,000. 

During 1920, Company C sold goods to Company 
B at a price of $200,000. These goods cost Com- 
pany C $160,000. Company B still owes $30,000 
on these purchases, the indebtedness being in- 
cluded in the accounts payable. 
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During 1920, G)mpany B sold goods to G)mpany A 
at a cost of $300,000 and at a selling price of 
$376,000. G)mpany A made cash advances 
totaling $400,000 to Company B during the year. 
The sales just mentioned were charged against 
the advances account, the $25,000 balance of 
which is included in Company B's accounts 
payaUe. 

The inventories at December 31, 1920, include 
inter-company profits as follows : 

Raw Goods Finished 

material in process goods 

Company A $20,000 $5,000 $4,000 

Company B 30,000 6,000 5,000 

Company A's bonds were issued July 1, 1920. They 
bear 5 per cent, interest, payable semi-annually 
and mature in five years. No interest has been 
paid. 

Allow depreciation at 5 per cent, per annum on the 
cost of the fixed assets. 

Prepare the following consolidated statements: 
Cost of goods manufactured and sold. 
Profit-and-loss statement. 
Surplus statement (showing as the final balance 
therein the surplus balance appearing in the 
consolidated balance-sheet). 
Balance-sheet. 
. Prepare a statement of resources and their appli- 
cation for the 12 months ended December 31, 
1920, using the following data : 
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THE HALL MANUFACTURING COMPANY-^ 

BALANCE-SHEETS 

Assets 

Dec 31, 1919 Dec. 31, 1920 

Cash $ 5,000 $ 1,800 

Accounts receivable 30,000 32,000 

Raw material 12,000 14,500 

Goods in process 16,000 17,500 

Finished goods 21,000 19,000 

Land 70,000 100,000 

Buildings 115,000 170,000 

Machinery 90,000 100,000 

Tools 26,000 23,000 

Patents 30,000 28,000 

Discount on bonds 2,000 

Investment in stocks 25,000 

Advances to salesmen . . . 500 1,000 

Unexpired insurance 300 250 
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$440,800 $509,050 



Liabilities 

Accounts payable $ 35,000 $ 10,000 

Notes payable 25,000 5,000 

Bank loans 20,000 

Bonds payable 200,000 300,000 

Reserve for depreciation, 

buildings and machinery 20,000 29,000 

Reserve for bad debts . . . 1,200 1,500 

Reserve for construction. 16,000 20,000 

Capital stock 100,000 100,000 

Surplus 23,600 43,550 



$440,800 $509,050 
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Following is an abstract of the surplus account : 

Dec. 31, 1919 Dec 31, 1920 

Balance, January 1, 1920 $23,600 

Add net profit for 1920 8,950 

" appraisal increase in land 30,000 

Total 62,550 

Deduct credit to reserve for construction. $4,000 
Dividends paid December 31, 1920 . . 15,000 19,000 

Balance, December 31, 1920 $43,550 

Depreciation was provided during the year as 
follows : 
Credited to reserve for depreciation, buildings and 

machinery $10,000 

Written off from tools 5,000 

Written off from patents 2,000 

During the year machinery which cost $7,000 was 
sold for $6,000. The loss was absorbed in the 
reserve for depreciation. 
3. A, B, C and D have decided to dissolve partnership. 
To that end they have liquidated all their liabili- 
ties, and at the date of the first division of cash 
among the partners the conditions are as follows : 

Profit and 
Partners Capitals Loans loss ratio 

A $22,000 $7,000 40% 

B 19,000 6,000 30% 

C 12,000 14,000 20% 

D 7,000 13,000 10% 

Totals $60,000 $40,000 100% 

Cash available for distribution $20,000 

Other assets not yet realized (of doubtful value) . . 80,000 

$100,000 
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State which partners should participate in the dis- 
tribution of the $20,000; how much cash each 
should receive; whether the payments should be 
applied against the capital accounts or the loan 
accounts. Explain the procedure of determining 
the distribution. Assume that none of the part- 
ners has any private property. 

4. (a) Determine the average life of the following 

fixed assets belonging to the Western Hardware 
Company : 

Estimated Estimated 

Assets Cost scrap value life in years 

Buildings $100,000 $35,000 20 

Machinery 70,000 25,000 15 

Tools 20,000 5,000 10 

Patterns 10,000 8 

(b) After determining the average life of the fixed 
assets, state the amount of annual depreciation by 
the straight-Kne method. 

5. (a) A company with $500,000 of common capital 

stock, par value $100 a share, and a surplus ac- 
count of $100,000 decides to change its capitaliza- 
tion from a par to a no-par basis. It therefore 
calls in its 5,000 shares of par value stock and 
issues in place thereof 10,000 shares of no-par- 
value stock. How should the transaction be re- 
corded? What effect, if any, will the change to 
a no-par-value basis have on the surplus account ? 

(b) Suppose that a new company is organized with 
10,000 shares of no-par-value stock and that this 
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EXAMINATION QUESTIONS— MAY, 1921 

new company takes over all the assets and lia- 
bilities of the old company at their book value, 
issuing all of its capital stock in payment therefor. 
How would the transaction be recorded on the 
books of the new company? 

6. Define the following: 

^ Income bond. 

(B) Co-insurance clause. 

(c) Amortization. 

(d) Residuary legatee. 

(e) Working capital. 

(f ) Contingent reserve. 

(g) Turnover. 

(h) Subsidiary company, 
(i) Interdepartmental profit, 
(j) Franchise. 

Actuarial Problem (Optional) 

7. A company has acquired machinery, which cost 

$100,000, and which it expects to be able to use 
for 10 years. The scrap value at the end of that 
time is estimated at $26,000. A bond issue of 
$75,000 due in 10 years, bearing 6 per cent, 
interest and secured by a mortgage on the ma- 
chinery, was floated at 98 soon after the purchase 
of the machinery. The trust indenture requires 
that at the end of each year, before the payment 
of dividends, a sum shall be set aside and charged 
against earnings sufficient to provide a sinking 
fund on a 6 per cent, basis for the redemption of 
the bonds at maturity. 
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The president of the company is in favor of pro- 
viding a reserve for depreciation on the machin- 
ery by the sinking-fund method, using 5 per cent, 
as a basis, although he does not advocate creating 
a replacement fund for the machinery as well as 
a sinking fund for the bonds. The treasurer 
contends that it is not necessary to provide any 
reserve for depreciation, asserting as his reason 
that the creation of a sinking-fund reserve and a 
reserve for depreciation would involve a double 
charge against profits and, further, that as the 
sinking-fund reserve is obligatory the depreciation 
reserve is not required. 

(a) Compute the amount of the annual contribu- 
tion to the sinking-fund for the redemption of the 
bonds. 

(b) Set up a table showing the accumulation of the 
fund, on the assumption that it earned exactly 6 
per cent. 

Also indicate the annual entries for the sinking- 
fund and for the sinking-fund reserve. 

(c) Give your opinion as to whether or not there 
should be a reserve for depreciation as well as a 
sinking-fund reserve. If the sinking-fund reserve 
is sufficient, what disposition will eventually be 
made of it? If two reserves are necessary, when 
and in what manner will they be closed out? 

1.05^« = 1.62889463. 
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Commercial Law 

MAY 19, 1921, 9 A. M. TO 12.30 P. M. 

Give reasons for all answers. 

Negotiable Instruments 
Answer three of the following four questions: 

1. The R. I. Company gave the following note in pay- 

ment for goods purchased : 

$7,500. Albany, N. Y., June 1, 1920. 

Three months after date we promise to pay to the order 

of A. B. Corporation seventy-five hundred dollars at the 

Albany Trust G)mpany. Value received. 

John Smith, Pres, 
Elmer H. Brown, Treas. 

The note was written on a blank note across the 
margin of which appeared the words "R. I. 
Company." The note was discounted for the 
payee by the Citizens National Bank and upon 
non-payment thereof the bank brought suit 
against Smith and Brown. Could the bank 
recover? 

2. What constitutes a party a holder of a negotiable 

instrument (a) for value, (b) in due course? 

3. What are the liabilities of a person who negotiates 

an instrument (a) by delivery, (b) by indorse- 
ment without qualification? 

4. Define a bill of exchange. 
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Contracts 

Answer two of the following three questions: 

5. X, a New York dealer, purchased 25 barrels of 

specially graded and packed apples from a pro- 
ducer at Hood River, Oregon. These apples he 
afterwards resold to Y under a contract which 
specified an agreed price on delivery at Y's place 
of business in New York. The apples were 
shipped to X from Oregon but, through no fault 
of either X or Y, were totally destroyed before 
reaching New York. Is there any liability resting 
upon X? 

6. On January 31, 1921, Travis & Wood, commission 

merchants at Buffalo, N. Y., wrote a letter to 
Vassar & Camp at New York, offering to sell 
500 gallons of linseed oil at a certain price per 
gallon. The letter was received by Vassar & 
Camp on February 2, 1921, and they on the same 
day mailed a reply to Travis & Wood, accepting 
the offer and giving directions as to shipment. 
On February 3, before the receipt of the accept- 
ance, Travis & Wood telegraphed, revoking the 
offer. 
Was the revocation effectual to prevent the consum- 
mation of the agreement? 

7. Define an express warranty. 

Partnership 

Answer one of the following two questions: 

8. George B. Lewis was a special partner in the 

limited partnership of Bradley & Smith, his con- 
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EXAMINATION QUESTIONS— MAY, 1921 

tribution to capital being the sum of $50,000. 
Under the provisions of the co-partnership agree- 
ment, the partnership expired January 6, 1921. 
On January 7, 1921, Lewis received from the 
firm the sum of $50,000, thus withdrawing his 
contribution to capital. James A. Grant, to whom 
the firm had become indebted in the sum of 
$75,000, who had been unable to collect his debt, 
sued the co-partnership in February, 1921, 
naming as defendants both general partners and 
Lewis, the special partner. 

Did Lewis have any defence to the action ? 
9. G and H were co-partners engaged in the ware- 
house business. H issued a warehouse receipt 
which represented that the firm had on storage 
for Nash & Son 6,500 bushels of wheat. Nash & 
Son, on the credit of the receipt, obtained a loan 
from Robbins of $4,000, the warehouse receipt 
being transferred to Robbins. Thereafter Rob- 
bins duly demanded the grain from G and H, 
when it was found that H, without knowledge of 
his co-partners, had conspired with Nash & Son 
and had issued a false receipt. Robbins thereupon 
sued both G and H. 

Was G liable in any way? 

Corporations 

Anszver both the following questions: 
10. Brown, a director of the X Realty Corporation, 
received from the Y Construction Company the 
sum of $500 in payment for Brown's services in 
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COMMERCIAL LAW 

inducing the X Realty Corporation to award a 
certain contract to the Y Company. The X Realty 
Corporation afterward learned of the payment 
and sued Brown, seeking to recover the amount 
so paid to Brown by the Y Construction Com- 
pany. 
Could the X Realty Corporation succeed? 

11. To what extent is a corporation bound by agree- 

ments made by its promoters prior to and con- 
nected with its incorporation? 

Bankruptcy 

Answer the following question: 

12. Name three "acts of bankruptcy/' the commission 

of any one of which by an insolvent person fur- 
nishes grounds for the filing of a petition in 
bankruptcy. 

Federal Income Tax 

Answer the following question: 

13. In June, 1915, A purchased a dwelling for the sum 

of $15,000. He resided in the dwelling until 
December 1, 1920, when he sold the property at 
a loss. During 1920 he paid out for taxes $186, 
for insurance $60, for repairs $130, for interest 
on mortgage $250. His net loss on the sale was 
$1,200. 
In preparing A's income-tax return for 1920, how 
would you treat the items specified? 
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Accounting Theory and Practice — Part 11 

MAY 19, 1921, 1 P. M. TO 6 P. M. 

Answer questions i, 2 and j and any two 
other questions, 

1. The trial balance of the Occidental Timber Co., 
on January 1, 1920, was as follows : 

Cash $ 2,618.03 

Accounts receivable 21,111.17 

' Inventory , 36,133.32 

Unexpired insurance 559.44 

Plant and equipment 352,109.75 

Timber and lands 551,539.31 

Preferred claims $ 37,011.99 

First mortgage bonds, 6% 212,500.00 

Bond interest accrued— 6 months 6,375.00 

Unsecured creditors 64,471.64 

Capital stock 400,000.00 

Surplus 243,712.39 

$964,071.02 $964,071.02 



The company, being unable to meet its current obli- 
gations, the Western Trust Co. was appointed 
receiver on January 1, 1920. 
The transactions under the receivership for the year 
following are hereby summarized : 

Purchased logs $ 9,646.22 

(Half was bought for cash, less cash discounts, 
and the balance on credit) 

Operating expenses 202,972.81 

Commissions 4,214.14 
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Demurrage $ 326.00 

Freight, inward 685.53 

General expense 4,837.40 

Salaries 12,000.00 

Shipping expense 13,574.10 

Taxes 1,421.00 

All paid in cash. 

Allowance for stumpage cut amounting to $50,000 
was credited to timber account. Interest on bonds 
to December 31, 1920, was paid in full and the 
outstanding bonds were reduced to $200,000, 
December 31, 1920, by paying off $12,500 at 101. 
Sales amounted to $450,000 gross, of which 
$300,000 was received in cash as net payment by 
customers. 

Freight allowance to customers $70,510.00 

Discounts allowed 556.33 

Discounts received 500.00 

Profit from commissary 5,000.00 

Sundry income 3,500.00 

The accounts receivable of January 1, 1920, realized 
$20,000.00 net. Preferred claims were paid in 
full. Depreciation of $3,500.00 was allowed on 
plant and equipment. Unexpired insurance on 
December 31, 1920, amounted to $125.00. Inven- 
tories were $40,000. 

Prepare realization and liquidation account, cash 
account and balance-sheet, December 31, 1920, 
also the receiver's profit-and-loss account, proving 
the gain shown by the realization and liquidation 
account and showing all the elements making up 
the net amount. 
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2. You have been engaged to audit the books and 
accounts of the X Corporation for the calendar 
year 1920. The factory and other accounting 
records are at J ; the secretarial records are at K. 
The company's product is made to order only. 
As a result of your audit at J you have prepared 

the following: 
CONDENSED PROFIT AND LOSS STATEMENT 
For the calendar year 1920 

Gross sales (shipments) $240,000.00 

Less return sales and allowances. 5,000.00 

Net sales 235,000.00 

Deduct : 
Cost of goods sold (shipped) .... 153,300.00 

Gross profit on sales 81,700.00 

Deduct: 
Selling and administrative expense 32,675.00 

Net profit on operations 49,025.00 

Add: 
Net financial income 975.00 

Net profit for calendar year 1920 $ 50,000.00 

Before the final preparation of your report you go 
to K to examine the minutes of the board of 
directors. Upon your examination you find in 
the minutes, under date of March 12, 1920, the 
following : 

"Whereas, Mr. A, our factory superintendent, and 
Mr. B, our general sales manager, are devoting 
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their entire time and attention to the affairs of 
the company and by their faithful devotion to its 
interests have increased the output of the com- 
pany at the factory and the sales at K ; and 

''Whereas, for this reason it is the sense of the 
directors that the said Mr. A. and Mr. B., in 
addition to the amount of compensation regularly 
allowed them, should be further compensated; 

"Therefore be it resolved that fifty (60) per cent, 
of the net operating profits of the X Company 
(after charging this additional compensation as 
an expense) arising from the net shipments over 
and above one hundred and seventy-five thousand 
dollars ($175,000) be divided equally between 
the said Mr. A. and Mr. B. as their additional 
compensation for the year." 

Recast your profit-and-loss statement to give effect 
to the above additional information. 

Show your procedure and give proof of your cor- 
rectness. 

. A and B are in partnership as commodity brokers, 
A receiving 55 per cent, of the profits and B 45 
per cent. In order to strengthen the financial 
statements of the firm they agreed some years 
ago to turn in as partnership assets certain securi- 
ties held by them as individuals. Under a separate 
agreement, dividends on these securities as well 
as profits or losses from sales were to accrue to 
each as though separate ownership were retained. 
In addition the partnership as such has purchased 
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securities which it holds as investments in the 
same companies. 
You are furnished a trial balance of the general 
ledger before closing, which shows the following 
condition at December 31, 1920 : 

Dr. Cr. 

Cash and other current assets $320,000.00 

Securities : 

Firm $ 50,000.00 

A 100,000.00 

B 50,000.00 200,000.00 

Office furniture and fixtures 15,000.00 

Deferred charges to profit and loss . . . 3,000.00 

Expense accounts 40,000.00 

Accounts payable $ 55,864.00 

Notes payable 150,000.00 

Capital accounts: 

A 223,500.00 

B 75,000.00 

Commissions and other earnings (in- 
cluding dividends on stocks held by 
firm) 70,000.00 

Dividends received for personal accounts : 

A 2,000.00 

B 1,636.00 

$578,000.00 $578,000.00 



A statement is also handed to you of the securities 
held, divided between firm purchases and part- 
ners' individual holdings above mentioned as 
follows : 
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Individual holdings 


Partnership holdings 


Book Value 


Book Value 


Shares price amount 


Shares price amount 


X Company ..1280 50 $ 64,000 


200 50 $ 10,000 


Y Company . . 300 120 36,000 


175 100 17,500 



$100,000 



$27,500 



TOTAL 





Shares 


Value 
price 


December 31, 
amount 


X Company .. 
Y Company . . 


....1480 
.... 475 


55 
140 


$81,400 
66,500 



$147,900 



Individual holdings 


Partnership holdings 


Book Value 


Book Value 


Shares price amount 


Shares price amount 


X Company . . 600 50 $ 30,000 


164 50 $ 8,200 


Y Company . . 200 100 20,000 


143 100 14,300 



$50,000 



$22,500 



TOTAL 



Value December 31, 1920 





Shares 


price 


amount 


X Company . . . 


...764 


55 


$42,020 


Y Company . . . 


... 343 


140 


48,020 
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You are requested by the partners (1) to prepare a 
balance-sheet showing the actual status of each 
partner's investment in the business at December 
31, 1920, giving effect to the appraised value of 
securities at that date (as indicated by the total 
column in the above table) and (2) to submit a 
scheme of capital-stock distribution between A 
and B, for use if the partnership should be con- 
verted into a corporation, each partner turning 
in his individual security holdings to such cor- 
poration. 

Interest has been credited on capital accounts at 6 
per cent, during the year (to A $12,600.00, to B 
$4,250.00) and such interest has been included 
among the expenses. 

4. On January 1, 1920, the A. B. C. Company pur- 
chased 100 shares ($100.00 par value) of the 
capital stock of the X. Y. Z. Company in the 
open market, paying $9,000.00 therefor, and 
entered the item on its books as "investments." 

On July 1, 1920, the X. Y. Z. Company acquired 
all the capital stock of the A. B. C. Company, but 
continued the subsidiary thus acquired as a going 
concern. 

On November 1, 1920, the A. B. C. Company de- 
clared a dividend of 100 shares of the capital 
stock of the X. Y. Z. Company, pa)rable on 
November 20, 1920, to stockholders of record 
November 16, 1920. 
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ACCOUNTING THEORY AND PRACTICE 

The market value of the X. Y. Z. stock on the dates 
shown was as follows : 

November 1, 1920, 83^; November 15, 1920, 
87% ; November 20, 1920, 91. 

Formulate the journal entries necessary properly to 
record the dividend transaction on the books of 
both companies and comment on the value of the 
shares on the books of the X. Y. Z. Company. 

6. Under the terms of the mortgage securing the issue 
of bonds by a corporation there is a sinking-fund 
provision, by which 2 per cent, per annum must 
be turned over to the trustees, who are empowered 
to invest the cash in their hands in purchasing 
these bonds whenever they can be obtained at par 
or below. During the year under review they 
have bought $50,000 at 90 flat and received one- 
half year's interest thereon at 6 per cent. 
Show the entries on the company's books. Indicate 
whether its profit and loss or its surplus is af- 
fected by the discount and the interest. 

6. How would you distinguish between 

(a) Earned surplus, 

(b) Paid-in surplus, 

(c) Capital surplus, 

(d) Appropriated surplus? 

7. What should be the procedure in determining the 

value of stock on hand at the time of a fire, the 
financial books being intact and showing the 
amount of an inventory taken four months prior 
to the fire? 
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ACCOMMODATION page 

Endorsements, how treated on balance-sheet 27 

ACCOUNTANT 

Usefulness of 146 

ACCOUNTING DEPARTMENT 

Objects in arranging an 29 

ACCOUNTING THEORY AND PRACTICE 

Questions in 11, 87, 62, 68, 86, 102, 122, 137, 161, 168, 180 

ACCOUNTS 

Adjustments to correct involving depreciation, etc 141 

Bond expense, how treated in 132 

Construction, etc., of company ready to operate 23 

Controlling, define 8, 92 

Corporation, opening, to be set up from data 166 

County government, peculiar features in 56 

Deficiency, define 44 

Entries in, criticize and correct from data 148 

Examination of, important facts for prospective buyer 44 

Goodwill, how treated 132 

Leasehold expenditures, how treated 132 

Municipal government, peculiar features in 66 

Nominal, define 92 

Organization expense, how treated 18 

Partners' 

adjusted on admission of special 20 

prepare from data 11 

Payable, how verified 164 

Personal, what debit items may represent 56 

Preliminary expense, how treated 132 

Profit and loss, partnership, prepare from data 11 

Receivable 

how classified in Federal Reserve Bulletin 46 

how verified in balance-sheet audit 79, 164 

how verified in branch house audit 64 

how verified in detailed audit 79 

Repairs reserve, how treated 182 

Subsidiary company, how treated on consolidated balance-sheet... 110 

Title of, showing amounts set aside for extension of plant 96 

Trading, partnership, prepare from data 11 

Unclaimed dividends, how treated in 182 

ACTUARIAL 
Annuity 

accumulated value, compute from data 42, 69 

annual amount, compute from data 69, 78, 127, 174 

present value, compute from data 42, 94, 126 

Bond, cost of, compute from data 78, 98, 162 

Sinking fund 

method of computing annual payments into 48 

set up table of. annual accumulation of 174 

Yield per cent, of Victory notes, compute from data 127 

ADDITIONS 

Form of report to head office for control of 48 
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INDEX 

AGENT PAGE 

Authority of 

principars liability when agent exceeds 49 

when must be in writing 48 

Consigned goods, how shown on accounts of 98, 112 

AMORTIZATION 

Define 44, 174 

Development expenses, principles governing 114 

APARTMENT HOUSE CORPORATION 

Draft report in audit of ; 61 

APPRECIATION 

Offset by depreciation of different asset 62, 166 

ASSETS 

Capital in re-appraisal, how treated when 

appreciated 56 

depreciated 56 

Contingent, what are, and how shown 184 

Deferred, duty of auditor as to increase in 81 

Indebtedness of officials to corporation, how treated as 186 

Judgments as, valuation of 1 50 

Pledged as collateral for notes payable, how treated 89 

Quick 

what are 96 

what statement of, in case stated 96 

Realization of, prepare statement from data 107 

"Wasting," how treated 60 

AUDITING 

Questions in 5, 80, 45, 61, 79, 95, 113, 184. 168 

AUDITOR 

Duty of 

as to increase in capital expenditures 81 

as to increase in deferred assets 81 

as to increase in inventories 81 

as to increase in plant account 81 

how affected by systems of internal check 81 

under present market conditions 113 

Responsibility of 

as to classification of assets and liabilities 47 

as to directors, stockholders, and outsiders 47 

AUDITS 

Annual, discuss 185 

Balance-sheet, what is a 6 

Cashj procedure to disclose thefts of 47 

Continuous, discuss 136 

Detailed, discuss verification of all postings where controlling 

accounts exist in a 95 

Different kinds of, what are 80 

Executor's accounts for probate in, discuss 185 

Financial, discuss 185 

Patent infringement, under, discuss 185 

Programme of, outline 

for industries stated 116 

trust estate, annual 46 

where there is a profit-sharing agreement 80 

Trustees* accounts, discuss 185 

Working papers in, arrangement of 97 
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BAD DEBTS pact 

Recovered, how treated 68 

Recovered in part, frame entries from data 41 

Reserve for, frame entries for 101 

balance-sheet 

Accommodation endorsements, how treated on 87 

Bank, national, prepare from data S8 

Consolidated 

define 44 

how affected bv dividend paid by subsidiary companv 86 

interest of holding company and outside stockholders in sub- 
sidiary company, how treated on 68 

prepare from data 14, 40, 168 

Contracts for future delivery, how treated on 87, 168 

Credit purposes, prepare from data 18 

Deficiency account, should it appear on 18 

Dividend declared, how shown on 68 

Erroneous, criticize and correct from data 189 

Guarantee given, how treated on 87 

Instalment house, criticize and correct from data 114 

Machinery bought on instalments, how treated on 118 

Merged companies, prepare for from data 68 

Notes receivable discounted^ how treated on 87 

Partnership, involving specul partner's investment, prepare 80 

Prepare from daU 87, 68, 68, 69, 87, 90, 98, 108, 188, 187, 181 

Pro forma to support rediscounts at Federal Reserve bank 88 

Profits should be shown on, when there is no P. & L. statement. . 186 

Redeemed capital stock, how reflected on 116 

Section and order on, show stated items in what 118 

Securities, classification of, showing 

entire ownership of plant 88 

interest in com^ting company 88 

investment of sinking fund 88 

investment of temporary surplus 88 

stocks and bonds of company itself 88 

Subsidiary company, dividend paid by, how treated on 68 

Treasury stock, how shown on 88 

BANK BALANCES 

Reconciliation of, how far investigated , 81 

Verification of 96, 164 

BANKRUPTCY 

Accounts on books of receiver in, what 66 

Act, voluntary and involuntary under 88 

Acts of, what constitute 84, 179 

Insolvency, define under Act 100 

Judjement 

enect on 101 

rank of 160 

Proofs of claim are not filed, what debts discharged when 180 

Receiver in, define, how and by whom appointed 180 

Trustee in, define, how and by whom appointed 180 

BANKS 

Letter of credit, how shown in accounts of 188 

National, prepare balance-sheet from data 88 

Statement of conditi&n, prepare from data 98 

BONDS 

Comparison of payment bv sinking fund and by serial 18 

Corporation's own, how classified as an asset 88 
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BONDS— CM«t«Mi#tf PAGE 

Diacotwt MTed by pttrchaae of own bonds, liow tremted 61 

ExDcnses of ittue, now treat«d ItS 

frmme entries from data for 41 

to sinkinf fund trustees, what entries S8 

BOOKS 

Bound, discuss merita of 48 

Cash journal, describe and discuss 00 

Decedent's estate^ outline system of, for 77 

Loose-leaf, describe and discuss 48, 60 

Minute, pnrocedure in dealing with 81 

Record, n ecess a r y for a corporation 60 

BRANCH HOUSE 

Acconnta receirable of, how rerified 64 

Accounts with, how stated at home office 166 

Current accounta with, how modified in case stated 74 

Goods sent to, how inroiced 60 

BREWERIES 

Special problems in audit of 6 

BYLAWS 

Creditors' righta, how affected by 119 

Directors, right of, to amend. . . . , 10 

How far binding on outoiders with and without knowledge of . . . . 10 
CAPITAL 

Corporation, how differing from capital stock of 60 

Expenditures 

discounts for cash as, how treated 79 

duty of auditor as to 81 

general principles governihg 60 

replacements as, discuss 106 

Working 

define 174 

provided gratis, how treated 88 

CAPITAL STOCK 

Capital, how differing from 50 

Corporation, how may become owner of its own 50 

Distribution of, between partners on converting into corporation, 

show from data 188 

Donated 

how treated in problem stated 166 

what is meant Sy 74 

Increase of 

preference to subscribe for, who has 60 

when may directors sell to general public 119 

Issued, for what may be lawfully 100 

Issuing, what is meant by 100 

No par 

entries to issue for purchase of old company 174 

how shown in balance-sheet Ill 

Par to no-par basis, entries to change from 178 

Preferred 

characteristics and rights of 60 

redeemed, how reflected on balance-sheet 116 

redeemed, show entries for from data 104 

Refunded, how treated on balance-sheet and for dividend purposes 19 
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Treasury pagb 

define W 

how clasMfied S8 

re-9old, frame entries for from data 83 

re-sold, how shown on balance-sheet 88 

Valne of, how determined 50 

Verification of 186, 164 

CAPITAL STOCK TAX 

Company in hands of alien property custodian, how taxed 74 

CAPITALIZATION 

Controlling factors in determining items of 98 

Excessire, should net income be applied to reduce 17 

CARD RECORDS 

Discuss merits of 48 

CASH 

Balance-sheet audit, outline instructions to rerify in 96 

Thefts from, how concealed and disclosed 47 

Verification of, at date subsequent to balance-sheet 7,186, 164 

CERTIFICATES 

Audit, where access to minute-book is refused 81 

Draft form for 

charitable institution 6 

corporation's annual report to be published 47 

credit purposes 81 

inventory , 186 

outstanding liabilities 186 

Form given, state limitations of and discuss 116 

gualified, define and discuss 7 

nqualified, what steps required before signing 164 

CHARITABLE IN'STITUTIONS 

Accounts of, how verified 6, 61 

Audit of, special problems in 6 

Contributions to, as deductions in income-tax returns 86 

CHEQUES 

Certification by bank 

effect of 88 

liability of drawer and payee 117 

obligation by bank 117 

words necessary to effect 88 

Deposit of 

law as to 88 

reasonable time for presentation, what is 9 

Payment stopped on, rights of payee against bank and drawer. ... 99 
CLUBS 

Audit of, special problems in 6 

Dues of, how audited 80 

Inventory of supplies for, how audited 63 

COMMERCIAL LAW QUESTIONS. .8, 88, 48, 65,82, 99, 117, 147, 176 
CONSIGNED GOODS 

Agent, how shown by 98 

Principal, how shovm by 98 

CONSTRUCTION 

Basis of charges to, when corporation does its own 19 

Proper disposition of costs of enlarging plant 76 

Requisitions for, discuss methods of preparing 182 

CONTAINERS 

Methods of handling in accounts 8o 
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CONTRACTS fagb 

Accord and satisfaction 118 

Buyer and seller same man, liability for goods lost in transit. . . . 177 

Consideration, define M 

Covenant, denne ti 

Executed, define ti 

Executory, define 84 

Express, define 84 

For future delivery at price above market, how treated 100 

Implied, define 84 

Instalment lease, compare with sale on deferred payments 84 

Joint and several, define 148 

Joint, define 148 

Minor, when enforcible against a 84 

Misrepresentation in, define and give effect of 68 

Mistake in, define and give effect of 88 

New building, for, frame entries from data for 41 

Non-performance of, rights where there is prior notice of 100 

Offer and acceptance 

effects of different methods of 88 

manner of, how affecting validity 100 

when can be withdrawn 88 

Offeror's liability when offeree changes terms in accepting 118 

Operation of law, discharge by, define 60 

Payments by person owing severad debts to same creditor, how treated. 49 

Remedies, laws of what state govern 8 

Revocation, validity of, in case stated 177 

Simple, what must be in writing 8 

Suretyship 

differs from ordinary, how 88 

duty of insured to insurer in 88 

Tender, what is, and effect of 49 

Time is of the essence of, when 49 

Unenf ordble, define 8 

Validity of 

laws of what state govern the 8 

what is, under circumstances stated 148 

Vendor, rights of, when vendee refuses to accept 100 

Void, define 8, 84 

Voidable, define 8, 84 

Warranty implied by seller of chattel, what « 84 

CORPORATIONS 

Accounts to be set up from data 168 

Agreement with stodmolders, effect as to creditors 60 

By-laws of. right of directors to amend 10 

Capital and capital stock of, difference between 60 

Capital stock 

how ma^ become owner of its own 60 

how verified 8, 184 

Characteristics of 76 

Consolidated balance-sheet of, how affected by dividend paid by 

subsidiary 88 

Cumulative voting in, what is and for what purpose 84, 119 

Directors of, powers and duties of 86 

Merger of, prepare from data entries for 88 

Mortgage executed bv officers without authority, validity of 84 

Own stocks and boncb as assets, how classified 88 

Powers impliedl]^ conferred upon 86 

Powers not impliedly conferred upon 88 
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FAGB 

Promoters, when is corporation bound by agreements made by ... . 179 

Records, books of, necessary for 60 

Stockholders in, right of 

to examine books 66 

to profits 66 

Subsidiary company, define 174 

Suit by sole owner of all stock in, how brought 149 

Ultra vires acts, what are and give examples t6 

COSTS 

Interest, reasons against including in manufacturing 106 

Internal check of, defective, how is auditor's position affected.. 45 

Manufacturing, prepare statement of from data 137 

Overhead 

how affected by nature of business 17 

"idle time,*' how treated 17 

theoretical difficulties in distribution of 17 

Specification, discrepancies in, how investigated and adjusted. . . . 161 
Specification, what are 48 

DEBT 

Funded and unfunded, define and compare 78 

DECEDENT'S ESTATE 

Books to be kept for, outline 77 

Corpus, define 77 

Income, define 77 

DEFALCATION 

In cash during balance-sheet audit 79 

DEFERRED CHARGES 
Define 98 

DEFICIENCY 

Account, define 44 

Balance-sheet, should it be carried on 18 

Capitalized, should it be 18 

Interest during construction, is it similar to 18 

Organization expense, is it similar to 18 

DEPRECIATION 

Annual amount of, determine by straight line method from data. 178 
Annuity method of, discuss and prepare statement of annual charge by 16 

Appreciation of different assets as offset to 62, 166 

Average life, determine from data 178 

Define 44 

Diminishing value method of. discuss and prepare statement by.. 16 

Effect of, on operating results 1S8 

Essential elements of charge for 98 

Faulty methods of, comment on 46 

General principles as guide to correct provisions for 68 

Methods of, describe and discuss 96, 114, 182 

Sinking fund to, relation of 18 

Straight line method of, discuss and prepare statement by 16 

DIRECTORS 

By-laws, right of, to amend 10 

Delegate powers to committee, may to what extent 10 

Dividends, power of, to declare 149 

Personal liabilities of 

compensation received from another corporation, as to 178 

dividends, as to 9, 149 

general 86 

Powers and duties of 86 

Salaries to officers for past services, power of, to vote 10 
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DISCOUNTS FAGi 

Cash 

in capital expenditures, how treated 79 

on purchases, relative advantages as to time when taken on books 116 

Reserves for cash and trade, frame entries to set up 161 

DIVIDENDS 

By whom determined 100 

Corporations, received by, how taxable 9,101 

Cumulative, what are 110 

Declaration of 

frame entry from data to show 41 

frame entry from pro forma to show 9t 

Director incurs personal liability for, when 9 

Directors, power of, to declare 119 

Distinction between declared out of income and out of extraneous 

profita ^ 9t 

Entries to show dividend paid in Mock of another company, show 180 

Funds, may be i>aid from what 100 

Individuals, received by, how taxable 9 

Liability, when properly stated as a 84 

Liquidation, status of, for federal taxes in 150 

Payable, how shown on balance-sheet 63 

Refunded stock, on, how treated 19 

Stock, correct from data account containing 106 

Unclaimed, how treated ....93, 139 

DUES OF 

Club and fraternal orders, how treated 80 

ENDORSEMENT 

Corporation without consideration, effect of an, by a 147 

Demand note, what liability incurred by 99 

In blank, what is legal effect of 38 

Infant, by an, effect of 147 

Kinds of, give various 99 

Qualified, how made 148 

"Without recourse," what is warranted by 9 

EXAMINATION 
What documento and records of a corporation should be subject to 6 

EXCHANGE 

Bill of, define 176 

Foreign 

abnormal, how reflected on balance-sheet 44, 166 

general principles involved in 66 

state accounts and trial balance from data involving 109 

statement of account and P. & L. from data involving 79 

EXECUTORS 

Audit for probate, purposes of 136 

Form of accounta for probate 43 

Special problems arising in audit of accounta of 6 

EXPENDITURES 

For ordinary repairs and replacements, discuss 106 

FEDERAL RESERVE BANKS 

Requirementa as to verification for re-discounta 76 

FEDERAL RESERVE BULLETIN 
Accounts and notes receivable, how classified on 46 
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FEDERAL TAX LAWS facb 

Act pending, what provision for, in closinff accounts 76 

Bonus to manager, state from data federal tax and 180 

Consolidated return, apportionment of tax in IM 

Deductions 

contributions and dues as 86 

employees' bonus as 101 

income and war taxes a^ provisions of law for 61 

law and treasury regulations, apply to items as stated 77 

losses as, to what extent by corporations and individuals. . . .86, 181 

officers' salaries as 101 

taxes OD real estate as 86 

Depreciation 

deductible under regulations 188 

disallowed, how treated in subsequent returns 188 

Dividends received by 

corporations, to what extent taxable 9, 101 

individuals, to what extent taxable 9 

Exchange of property, how affecting income-tax return 181 

Individual return, how treat items as stated 180 

"Invested capital" 

distinguish from capital value Ill 

state from data 161 

Liberty bonds, taxable interest from 67 

Liquidation, status of dividends in 150 

Net income taxable, state from data 161 

Partnerships, obligation to make returns 67 

Profits from sale of land, how treated in return 101 

gucstions under 9, 85, 61, 67, 86, 96, 101, 121, 160, 179 

epairs, reasons for special attention to repairs accounts 186 

Returns 

by whom must be made 86 

inaccurate, what action in case of 96 

individual, prepare from data 148 

when must be made 86 

Taxes, income and war profits, state from data 161 

When income tax is payable , 86 

FRANCHISE 

Define ^ 174 

FRAUDS, STATUTE OF 

Provisions of, as to "goods, wares and merchandise" 8, 66 

Sale, when complete under 60 

GAINS 

Partnership, how distributed 86 

GOODWILL 

Account, how dealt with 188 

Partnership, when may !t appear on books of 76 

Value of, compute from data 86 

Value, reasonable, discuss from facts given 87 

Writing off, propriety Df ' 17 

INCOME 

Decedent's estate, define income of 77 

Mortgages constantly changing, from, how confirmed 68 

Railway system, sources ot 184 

INCOME BOND 

Define 174 

INCORPORATION 

Advantages and disadvantages of, discuss 84 
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INSTALMENTS page 

Hoate, criticize »nd correct bmlance-sheet and P. & L. of 114 

Paid on account of machinery, how treated 118 

INSURANCE 

Co-insurance clause, define 174 

On lirts of officers of corporation 

death-claims paid, what entries for 161 

premiums paid, how regarded 88 

premiums paid, what entries for 161 

INTERDEPARTMENTAL PROFIT 

Define 174 

INTEREST 

Accrued, define 92 

Manufacturing costs, reasons against including in 106 

INTERNAL CHECK 

Defective, how affecting auditor's position when 46 

Systems 

how affecting an auditor's duties 81 

outline a system of 95 

INVENTORY 

Apparent deficiency in, how treated 118 

Book 

explain and discuss 66 

when considered satisfactory 116 

Oub, in audit of a 68 

"Cost or market," when departure from is justifiable 68 

Estimated, how 186 

Form of certificate of, draft 136 

Goods contracted for but not yet received, how treated 79 

Increase in, duty of auditor as to 81 

Loss by fire in, how computed 88 

Mark-ups and mark-downs, value from data involving 141 

Valuing, general principles of 44 

Variations caused by cash discounts, discuss 116 

Verification of 7, 79, 98, 164 

INVESTMENTS 

How verified as assets 164 

LAND COMPANIES 

Special problems in audit of 7 

LEASED MACHINES 

How verified 164 

LETTER OF CREDIT 

How shown in accounts of bank 188 

LIABILITIES 

Actual, define 98 

Classes of, what should be shown 81 

Contingent 

define 44, 98, 184 

how shown on balance-sheet 184 

Current, what arc 96 

Dividends, when properly shown as 84 

Local benefits, assessments for, how shown as 97 

Outstanding 

form of certificate of, draft 186 

how prove all are taken up on balance-sheet 68 

Recorded, how verified 81 

Surplus as, and to whom 76 

Unrecorded, how discovered 6, 81 
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LIBERTY BONDS page 

Valuation of 184 

LIQUIDATION 

Statement of affairs in 83 

LOCAL BENEFITS 

Assessments for, how determined and shown 97 

LOSSES 

Fire, ascertain from data 182 

Income-tax returns 

deductible by corporations in, to what extent S5 

deductible by individuals in, to what extent 86 

Partnership 

how adjusted in liquidation 61 

how distributed 86 

MINOR 

When contract with is enforcible 84 

MORTGAGE 

Corporation, validity of when executed by officers without 

authority 84 

Income from, how confirmed 68 

MOVING PICTURE PRODUCERS 

Special problems arising in audit of 6 

NEGOTIABLE INSTRUMENTS 

Bill of exchange, define 06 

Commercial, what is le^fal significance of "negotiable" applied to 9 

Delivery of, what liability incurred by 176 

Endorsee or payee of, correction of mis-spelled name of 49 

Forged signature to, legal effect of 49 

Holder 

"for value," what is 176 

"in due course," what is 176 

Questions on 8, 88, 48, 65, 88, 99, 117. 147, 176 

Unqualified endorsement of, what liability incurred by 176 

NOTES 

Accommodation 

how treated on balance-sheet 87 

rights of endorsee in 99, 117 

Agent 

principal's liability when authority is exceeded by 48 

when authority of, must be in writing 48 

Alteration of, when material 66 

Consideration, effect of want of 66 

Date, effect of inserting wrong 48 

Discounted, liability for, and effect on balance-sheet of 88 

Endorsed and past due, rule as to presumption of payment of . . . . 88 

Endorsement stricken out, effect of 65 

Endorser, liability of, on demand note 99 

Essential legal requirements of valid, negotiable 8 

Illustrations of — negotiable or not? 8, 88, 117, 147 

Individual liability of corporation officers on note stated 176 

Negotiability of, how affected by default in payment of in- 
stalment due 48 

Past due, steps to protect rights when 83 

Payable 

how audited for credit purposes 47 

how verified in audits 186, 164 

199 

Digitized by CjOOQIC 



INDEX 

VOTES— Contmu4d rum 

PttrchMer of, from holder in due oourte, rights of 147 

Recciymble 

ditcoanted, how treated on balance-sheet t7 

how claastned in Ptdtral Resgrvt BuUetm 46 

how verified in aoditt 164 

Transferred without liability, how 99 

OBSOLESCENCE 

How provided for 70 

ORGANIZATION EXPENSES 

Accounts of, how treated 18 

Deficiency in early years, when similar to 18 

Define 18 

Operating expenses, when do they become 18 

OVERHEAD EXPENSES 

General, define and give list of items and how distributed 131 

Methods of distributing, name and discuss two 60 

Shop, define and give list of items and how distributed 181 

PARTNER 
Accounts of 

prepare from data 11 

prepare from data in dissolution of partnership 16 

readjust and state correctly from data 67 

rules in adjusting as to distribution of losses and assets....... 61 

Deceased, liability of estate of 86 

Employee who receives percentage of profits as salary, status of. . 120 

General, define 67 

Innocent, liability of, in case of fraud by other partner 178 

Insolvent, rights of personal creditors to partnership assets 86 

Intercut, rignt to transfer his 66 

Liability of, for debts prior to his admission 149 

Loans to partnership, as to, rights of 149 

Ostensible, define 67 

Secret, define 67 

Silent, define 67 

Special 

define 67 

liability of in case stated 177 

PARTNERSHIP 
Deceased partner 

rights ot creditors of, in liquidation 86 

rights of executor of, respecting partnership assets 101 

Dissolution of, problems of distribution in, from data 107, 178 

Documents necessary to prove capital and profit sharing, and 

provisions thereof 84 

Federal income-tax returns required from 67 

Investments of partners, show from data 188 

Loans to, rights of partners making 149 

Profit and loss in 

how distributed 86 

prepare statement of, from data 11 

Real estate in names of individual partners, how treated 118 

Special, accounts adjusted upon admission of 80 

Trading account in, prepare from data 11 

Transfer of partner's interest 66, 119 

PATENTS 

Infringement of, discuss audit under 186 

Present value of, how determined 106, 164 
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PLANT FAc« 

Increase in, duty of auditor at to 81 

PROFIT AND LOSS 

Accounts of partnership, prepare from data 11 

Appropriation from^ for disabled employees, frame entries for... 41 

Gross profit, ascertm rate of, after fire loss * 128 

Partnerships, in, how distributed 86 

Prospectus involving questions of war profits and income taxes.. 118 
Statements 

consolidated, prepare from data 168 

instalment house, criticize and correct from data 114 

prepare from daU 87, 52, 64, 68, 60, 90, 102, 128, 187 181 

pro forma, for rediscounts at Federal Reserve bank 88 

pro forma, for sundry industries as stated 77 

recasting to show bonus voted 188 

royalties paid on output of machinery bought on instalment plan 118 
PROFIT SHARING 
Agreement 

audit program, where there is a 80 

draft form of, between firm and employees 84 

How manager can unduly increase his compensation under 80 

PROPERTY ACCOUNTS 

Charges to, procedure and objects in examining 82 

Verification of 164 

PROTESTS 

Purpose of, what is 88 

What must be, may be, and need not be, protested 88 

RAILWAY SYSTEM 

Sources of income, etc., in 184 

RECEIVER 

Interim statement, prepare from data 167 

Statement of, prepare from data 180 

RECONCILIATION OF BANK ACCOUNT 

Prepare form, showing classes of items and how far investigated. 81 
RECORDS 

Destroyed by fire, procedure to open new books; 76 

REPLACEMENTS 

Form of reports to head office to control 48 

REPORTS 

Forms of, to head office, to control 

additions 48 

replacements 48 

Prospective purchaser of business, for, specify differences from 

ordinary reports 80 

RESERVES 

Analysis of "miscellaneous" item stated 6 

Bad debts, for 

entries to set up 161 

nature of and how treated 26 

Contingent 

define 174 

nature of and how treated 26 

Depletion, discuss reasons for 66 

Depreciation 

discuss reasons for 66 

frame final entries for discarded property involving 27 

should sinking fund reserve for bonds also be earned? 18, 176 
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DitcotmU 

cash, frame entries to tet up 161 

trade, frame entries to set up 161 

Extension of plant, for, nature of and how treated S6 

Insurance, for nature of and how treated 26 

Nominal, distinguish from real 186 

tensions, for, nature ot and how treated 86 

Sinking fund, for 

annual entries for 174 

nature of and how treated 86 

Taxes accrued 

entries for 161 

nature of and how treated 26 

RESIDUARY LEGATEE 
Define 174 

RETAIL STORES 
Special problems in audit of 6 

REVENUE 
Expenditures, general principles governing 60 

REVENUE AND EXPENSE 
Compare with receipts and expenses 76 

ROYALTIES 
Paid on output of machines bought on instalment plan, how 

treated 118 

SALES 

Complete, when 

at common law 50 

under the statute of frauds 50 

Legal requisites of valid 8 

SECURITIES OWNED 

How verified at date subsequent to balance-sheet 63 

SELLER 

Rights of, as to 

goods in transit when buyer becomes insolvent 118 

"stoppage in transitu** ^ 66 

Warranty implied by, in sale of chattel 84 

SINKING FUNDS 
Annual pavments into 

entries for, draft 28, 174 

method of computing 43 

Compared with serial re-payments of bonds 18 

Depreciation, relation ot, to 18 

Effect on corporation*s profit and loss of purchase of own bonds 

by trustees of 187 

Entries when corporation*s own bonds are bought for 187 

Securities showing investment of, how classified 28 

SOLE STOCKHOLDER 
Suit by, in his own name 149 

STATEMENTS 

Adjustments correcting balance-sheet stated 87 

Affairs, in liquidation, prepare from data 22 

Credit purposes, essential heads of information for 76 

Effect on. of company billing a department at cost plus 10 per cent. 106 
Financial condition for banker*s use, prepare from data 128 
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Funds realized and disposition thereof, prepare from comparative 

balance-sheets stated 110 

Interim, of receiver, prepare from data 157 

Investments in stocks, correcting account from data 106 

0£ficers and directors, essential information for 76 

Realization and liquidation, prepare from data 181 

Resources, prepare from data 170 

Stockholders, essential heads of information for 76 

What kind of, where one man owns all stock of two companies. . 00 

STOCK BROKERS' ACCOUNTS 
Audit of 

first matters to take up in 160 

special problems in 6 

SURPLUS 

Amount set aside for plant extension, how shown 95 

Created in what ways other than through profits earned 126 

Direct to, what should be charged 74 

Distinguish appropriated, capital, earned, and paid-in 187 

Effect on, of changing from par to no-par basis of stock 178 

Liability, as a, and to whom 75 

Temporary cash, how classified 88 

TAXES 

Reserves for, frame entries for 161 

What are chargeable to 

income 76 

surplus 76 

TENDER 

What is tender to perform contract, and its effect 49 

TREASURY DEPARTMENTS 

Objects to be sought in arranging 89 

TRIAL BALANCE 

State from balance-sheet and other data given 128 

TRUST ESTATE 

Annual audit of^ frame progrramme for 46 

Income of, criticize stated items of 08 

TRUSTEES' ACCOUNTS 

Audit of, discuss 186 

Decedent's estate, of, how audited 68 

Form of, for probate court, describe 48 

Special matters in audit of, how treated 81 

TURNOVER 

Define 174 

ULTRA VIRES ACTS 

Define and give examples of 86 

VALUATION OF 

Capital stock of subsidiary all owned by holding company, how 

valued 186 

Contracts for future delivery 166 

Inventory in case of fire, books being saved 187 

Judgment as an asset 160 

Liberty bonds below par 184 
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Accounts parable 104 

Aocoantt receiTable 79, 104 

Bank balaocet in balance^bcet audit 95, 164 

Capital stock «, 186, 1«4 

Cash at date subsequent to balance-sheet 7, 186, 164 

Cash in balance-sheet audit, outline programme lor 96 

Charitable institutions, accounts of 6 

Qub, dues of tO 

Expenditures as stated 46 

Federal Resenre banks' requirements as to 76 

Fraternal orders, dues of 80 

Instalment house accounts, balances of 97 

Inventories 7, 79, 98, 104 

Investments 104 

Liberty bonds on hand and subscribed for 97 

Machines leased under contracts 104 

Notes payable 186, 104 

Notes receivable 104 

Patents, value of 104 

Property account 104 

Securities owned in various hands 110 

VOUCHER 

Missing, how treated 80 

System, describe and discuss 00 

WARRANTY 

Express, define 177 

Implied in sale of chattel, what is , 84 

What is, in endorsement "without recourse" 9 
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